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GOVERNMENT AT THE CONTROLS 


CHALLENGE OF THE NATIONAL RECOVERY EXPERIMENT 


EETING on the common ground 
of cooperation toward which all 
1 roads have been converging during 
the past three years, the nation’s 
industry has been regimented under the 
National Recovery Administration to meet 
problems apparently insoluble by individual 
enterprise. Notwithstanding the far- 
reaching intervention of governmental agen- 
cies in private business affairs, it is the in- 
dustrial and financial leadership that must 
assume the real responsibility for economic 
welfare, and by submerging of self-interest, 
justify its authority as the steward of mil- 
lions of employees. The degree of success 
which attends the outcome of this new 
hierarchy will, in large measure, determine 
the pattern of our capitalistic system. 

The objective of the government, of in- 
creasing purchasing power through higher 
wages and more extensive employment, 
may readily become an illusion if an aroused 
and united faith in the program is lacking. 
In its essentials it contemplates the exten- 
sion of credit to facilitate payment of the 
added burden of wages to those now unem- 
ployed or employed at_less-than-living 
wages who desire to buy but are restricted 
in ability. This credit will eventually be 
returned to those who extended it through 
the demand thus created for additional con- 
sumers goods. The nation is still rich in 
resources and machinery on which credit 
has been freely granted. For the purposes 
of recovery how much more requisite is the 
granting of credit that will reach the man- 


power without which these resources fail to 
be developed into usable goods. This the 
administration is endeavoring to do through, 
encouragement of loans by the banks to tide 
over the period of transition of production 
costs into sales of additional merchandise. 

There are those who believe that the re- 
nowned blue eagle of recovery, being an 
artificial bird, will be found sterile as a 
layer of tangible eggs, and that the ma- 
chinery of governmental regulation is too 
intricate for individual understanding. But 
we are committed to a policy, the achieve- 
ment of whose aims it is admitted will have 
beneficial effects though the details of en- 
forcement are largely controversial. The 
perfection of working plans constitutes a 
challenge to business men and bankers for 
constructive guidance. Regulation of indus- 
try under the magistracy of a sovereign 
state permits the eradication of anti-social 
competitive practices, and in this respect 
the banker may contribute support by 
credit suasion over those concerns which 
attempt to secure individual temporary 
advantage at the expense of legitimate 
practices. 

If no more material accomplishments 
result, the progress already made in elimina- 
tion of child-labor and starvation wages in 
the ‘sweat shop” merits wide approval and 
is a recognition of a changed economic 
psychology which has rapidly been taking 
shape. Efforts which were formerly con- 
centrated on increasing facilities of mass 
production must now be directed toward 
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equalizing the other side of the equation— 
mass purchasing power. Banks are being 
called upon to supply the funds necessary 
to this increased purchasing power in the 
form of higher wage scales and payrolls, 
though without the assurance that these 
costs will be absorbed by greater consump- 
tion, and to finance the movement of goods 
while it is yet uncertain whether such goods 
will be self-liquidating. This is no new con- 
ception to the banker; it is of the essential 
nature of credit—faith. 

Se ae & 
EFFECTS OF ELIMINATION OF IN- 
TEREST ON DEMAND DEPOSITS 


N important change in long-estab- 
A lished banking practice took place 
~ When President Roosevelt’s signature 
to the Bank Act of 1933 put an end to pay- 
ment of interest on demand deposits. It is 
now possible to discern the deflationary 
effects and shifting of deposits which that 
single provision has brought about. Be- 


tween June 16 and August 2, demand de- 
posits of reporting member banks of the 
Federal Reserve System declined $732,- 
000,000. Member banks in New York City, 


which had expected to suffer the most, ac- 
counted for $648,000,000 of the total 
decrease. 

To meet these withdrawals of demand de- 
posits the New York banks liquidated 

261,000,000 of their loans and investments. 
During the two week period member banks 
made no important progress in expanding 
their loans and investments, reporting a 
nominal increase of only $36,000,000. 

After June 16, member banks as a whole 
showed a decline of only $45,000,000 in re- 
serves, and still have more than $100,000,- 
000 more than they had in May, when the 
Federal Reserve Bank was actively expand- 
ing credit. New York City member bank 
reserves, however, fell $158,000,000 after 
June 16, and early in August were $74,- 
000,000 below the May figure. 

In brief, the deflationary tendencies set 
in motion by the Bank Act have cancelled 
much of the credit expansion generated in 
May by the reserve banks. In that month 
deposits in member banks rose $526,000,000 
and their loans and investments $175,- 
000,000. In New York demand deposits 
gained $311,000,000 and loans and invest- 
ments $146,000,000. 


COMPANIES 


BANKS AND THE SECURITIES ACT 


HE new capital market continues to a 
large degree in the state of paralysis 

in which it was placed by passage of 
the Securities Act of 1933, and it remains 
to be seen how the strictures on new issue 
machinery will affect the Administration’s 
recovery plans. Under the new law the 
seller assumes responsibility to the buyer, 
for a period which may extend to ten years, 
for the accuracy of the information placed 
at the disposal of the buyer. Caveat emptor 
has been changed to caveat vendor. 

With everyone whose business is selling 
securities-—investment bankers, brokers and 
individuals—refusing to accept the enor- 
mous responsibility involved in the sale of 
any but special types of securities, with the 
red tape and considerable expense created 
by the provisions for registration of pro- 
posed issues with the Federal Trade Com- 
mission, and with the fertile minds of law- 
yers actively searching both for exact inter- 
pretation of mooted sections of the law and 
for a practical way to operate under it, no 
surprise need be felt at the long period re- 
quired to adjust the investment banker’s 
business to the new deal which has been 
dealt him. 

Trust company executives are awaiting 
the crystallization of legal opinion and rul- 
ings by the Federal Trade Commission. As 
time passes no doubt they will be asked for 
much information bearing upon Securities 
Act problems affecting their customers. 
They may even have to shoulder a share of 
the broker’s task of advising investors about 
specific securities. Provided the banker is 
not selling the securities from his own port- 
folio and that his opinion is given in reply 
to a specific request he is not saddled with 
financial responsibility for the uses to which 
his advice is put, should the investor lose 
money and seek any available means of 
recouping it. 

Protective committees for any kind of 
securities appear to come within provisions 
of severa! sections of the Act. A test case or 
ruling of the Federal Trade Commission cn 
this subject has not yet appeared. Banks 
and trust companies acting as depositaries 
for protective committees are exercising 
great caution and on all deposits of bonds 
they are indicating plainly that they are 
acting only as agents for such committees, 
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COOPERATIVE EFFORT FOR 
BANKING REFORM 


aa|\OMMERCIAL banking today repre- 

E| sents a century of natural outgrowth 

from the ‘‘free banking” days of the 
1830’s, but the accumulated force of recent 
events, accentuated by optimistic belief in a 
“new era’ have universally turned the 
trend of thought toward the “‘new deal.” 
The spirit in which conservative bankers are 
shouldering responsibility for restoration of 
a sound banking system is strong justifica- 
tion for faith in the integrity of the banking 
fraternity. The keynote of erecting a bank- 
ing structure on such firm foundations that 
temporary legislative expedients will be un- 
necessary, has been sounded in the report of 
the Committee of the Reserve City Bankers 
Association, headed by John H. Hogan, 
vice-president of the Continental Illinois 
National Bank & Trust Company of 
Chicago. 

Calling on bankers throughout the coun- 
try to cooperate with those in charge of 
banking supervision and _ legislation, the 
Committee on Banking Law and Practice 
advises against withdrawal from the Federal 
Reserve System because of lack of sym- 
pathy with temporary deposit guaranty, 
since acceptance of these limited provisions 
does not imply commitment to the per- 
manent fund, which, it is hoped, will be 
suitably modified. It'is the objective of this 
commission to study present difficulties and 
shortcomings and to suggest remedies for 
constructive legislation, which will be pre- 
sented at the Chicago meeting of the asso- 
ciation in September. A significant state- 
ment of the report is that: 

‘‘We must find a working compromise be- 
tween free and easy banking, which results 
in periodic distress, and a system so loaded 
down with laws and regulations that, while 
it may be theoretically perfect, it will in 
fact fail to provide the freely flowing life- 
blood of industry and agriculture which is 
its chief reason for existence.”’ 

The time is extremely opportune for 
crystallization of opinion on the course to 
pursue, and the essential prerequisite to 
reform is considered to be the development 
of an attitude of mutual cooperation and 
understanding between the bankers and the 
public. While willing to assume their share 
of responsibility for recent troubles, it 
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should be noted that bankers have continu- 
ally warned against the dangers of freely 
issuing bank charters to persons without 
any banking experience and without ade- 
quate capital, and of laxity in governmental 
examination and supervision of the banks so 
chartered in the past. The new banking law 
is an emergency measure to cover a transi- 
tion period during which banks, the govern- 
ment and the public must unite in working 
toward a stronger banking structure. 
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TRUST OPERATIONS IN CLOSED 
AND RESTRICTED BANKS 


ONSIDERABLE confusion exists in 
many quarters as to the rights and 

duties of conservators with relation 
to operation of the trust department, espe- 
cially in matters of payments to benefi- 
ciaries of trusts and of purchase and sale of 
securities. By Treasury Regulation 31, 
banks not authorized to perform usual bank- ° 
ing functions, but licensed to act in fidu- 
ciary capacities that were members of the 
Federal Reserve System were authorized, 
subject to certain provisions, to transact 
trust business in the normal and usual man- 
ner. With appointment of a conservator, 
such bank or trust company is thereafter 
governed by the Bank Conservation Act, 
which provides that such conservator shall 
have all rights and powers of receivers of 
insolvent national banks, and shall be sub- 
ject to the same obligations. 

Receivers have heretofore been permitted 
to continue to exercise trust functions of the 
bank pending resignation and delivery of 
trust res to a successor trustee. In Sullivan 
vs. Kuol, Commissicner of Banking, the 
Wisconsin Supreme Court held that a re- 
ceiver did not succeed to trust duties and 
powers of the bank, but the Florida Supreme 
Court in Power vs. Chillingsworth, reached a 
contrary conclusion which the United States 
Circuit Court of Appeals declared to be sub- 
stantially identical with federal statute gov- 
erning liquidation of insolvent banks. 

The Bank Conservation Act contains the 
further provision that the conservator shall 
“take such action as may be necessary to 
conserve the assets of such bank . iy 
As the evident objective in appointing a con- 
servator is to preserve the goodwill so that 
upon termination of conservatorship normal 
business may be resumed, it appears mani- 
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fest that business of trust departments 
should be handled to preserve goodwill as 
well as tangible property. Efforts are being 
made to expedite disposition of trust prob- 
lems, but practical difficulties arise in ascer- 
taining whether trust monies used by the 
respective banks are adequately secured and 
to investigate claims by those whose true 
relation is that of a bank creditor, before full 
payment of trust monies can be made. 


Subject to such ascertainment, conserva- 
tors are authorized to pay any or all income 
and principal, received subsequent to ap- 
pointment, in strict accord with existing 
court decrees or trust instruments, and to 
pay from cash on hand in respective trust 
accounts at the time of their appointment 
to extent of providing necessities, and fur- 
ther, in their discretion, as necessary to pre- 
serve the best interests and goodwill of the 
bank and trust department. It would seem 
to be the part of common sense to make 
such investment changes as are necessary 
to conserve trust principal, as the conserva- 
tor appears to stand in relation of agent or 
officer of the board of directors of a going 
concern. The power to conserve, however, 
does not necessarily imply the incidental 


power to accept new trust business, but 
should await further rulings. 
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SOME PROBLEMS OF RECOVERY 
FINANCING 


HE offer of additional preferred capi- 

tal made by Chairman Jesse Jones of 

the Reconstruction Finance Corpora- 

tion to the banks of the nation raises a 

number of questions with regard to the 

problem of how the initial stages of the 
recovery program are to be financed. 

In the words of Mr. Jones, the Finance 
Corporation proposes to match capital dol- 
lars through the purchase of 5% preferred 
stock in any sound bank up to an individual 
limit of $50,000,000 to enable it to assist 
the general recovery ‘‘by lending on sound 
local values based on a going country in- 
stead of a busted one,” without prejudicing 
the bank’s position or that of its depositors. 
It is obviously an effort to provide protec- 
tion to those banks at present keeping 
themselves liquid through fear of depos- 
itors’ demands. 

Unquestionably this new capital if it were 
proposed to apply in addition to the $64,- 
000,000 which the Controller’s report for 
August shows is already invested in the 
capital of reopened banks, would be of great 
assistance in the unfreezing of the two bil- 
lion of deposits tied up in twenty-nine hun- 
dred closed or restricted banks and may be 


MEMBERS OF THE ECONOMIC ADVISORY COMMITTEE APPOINTED BY PRESIDENT ROOSEVELT 
TO CONFER ON THE NATIONAL RECOVERY PROGRAM 
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expected to release consumer buying power. 

As has later been suggested by the au- 
thorities, this additional capital will also be 
available to assist banks in qualifying under 
the deposit insurance provisions of the new 
Banking Act of 1933. 


Mr. Jones states that banks functioning 
normally have incurred slow and frozen loans 
which he wishes to assist them in carrying 
rather than in compelling liquidation. 
Looking a gift horse in the mouth, the 
great majority of open banks who have such 
assets can already borrow money from the 
Reserve Banks at 244% to 3%% as against 
a cost of 5% on the proffered capital, which 
carries with it certain sinking fund provi- 
sions. 


These slow assets are, if ultimately col- 
lectible, among their best earning assets. 
Acceptance of government capital, would, 
therefore, operate to reduce the net earnings 
of a bank and defer the date of the restora- 
tion of its surplus and dividend accounts. 
Should the frozen asset ultimately prove 
uncollectible, the bank has merely increased 
its liabilities at the expense of the common 
shareholders. 


As measured by the total of rediscounts 
at the Federal Reserve Banks, which is the 
lowest in the history of the system, the 
banking business as a whole has never been 
so liquid or better able to meet the demands 
of depositors. This liquidity is required by 
the Treasury in order to assure the success 
of the government’s prospective borrowing 
and refunding operations, which are in ex- 
cess of the power of the Reserve banks to 
absorb. 


In view of the willingness expressed in 
responsible banking quarters to make loans 
whenever they are justified by the credit 
standing of the borrower, it would appear 
that for the banking system as a whole 
Mr. Jones’ remarks are intended to lead the 
banks to credit policies which do not require 
proper attention to the legitimate demands 
of their depositors. Should the banks be un- 
willing to afford accommodation to com- 
panies whose profitable existence is no more 
certain under the program outlined by the 
N. R. A., these companies will have to be 
supported by government credit or the gov- 
ernment must risk the unbalancing of the 
recovery program through lack of adequate 
financing in its initial stages. 
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DECISION AFFECTING DUTIES OF 
TRUST OFFICERS 


(This Surrogate of New York County, 


in the case of Estate of Booth, recently 

rendered an important decision relat- 
ing to the duty of trust officers after the 
investment committee has advised sale of 
security. Booth died February 9, 1931. The 
estate held certain shares of stock of the 
Tokyo Electric Company of Japan. At the 
date of the death of the decedent the shares 
were appraised at over $13,000. They were 
sold in February, 1932, at a loss of over 
$5,000. 

It appeared that in September, 1931, the 
trust committee had carefully investigated 
the securities, advised that the shares should 
be sold and adopted a resolution to this 
effect. A trust officer consulted with the 
beneficiary of the trust, the widow of the 
decedent, and learned that her brother 
would be interested in the purchase of the. 
shares and that he would soon arrive in 
America from some foreign country. The 
brother arrived in October, 1931, and en- 
tered into negotiations for the purchase of 
the shares. 

The matter was discussed and finally the 
brother said in effect, that upon his arrival 
in Japan he would definitely decide upon the 
purchase of the securities and would notify 
the executor. The brother did not arrive in 
Japan until February, 1932, and the shares 
were sold to him at the then market price in 
Tokyo. In the meantime Japan had aban- 
doned the gold standard and the securities 
declined in value. The executor urged that 
it was without fault, because it was dealing 
with a security for which there was no avail- 
able market in New York City and that it 
was at the disadvantage of delays in com- 
munications which required 30 days each 
way. It urged that it was acting prudently 
and should therefore not be chargeable 
with loss. 

The court stated that quotations were 
procurable by cable without delay. The 
arrangement with the brother of the widow 
was really an oral grant to him of a “‘call” 
on the shares at the current market prices on 
an indefinite date to be fixed when the 
brother arrived in Tokyo. There was no 
definite commitment on his part which the 
executor could have enforced. Although the 
court decided that the executor was not 
chargeable with loss from April, 1931, when 
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it qualified, to September, 1931, it was 
chargeable with loss to the estate when it 
had completed its study and knew that the 
securities should be sold as promptly as pos- 
sible. Had the committee decided, after its 
investigation and under the broad pro- 
visions of the will, that the securities should 
not be sold, then undoubtedly the executor 
would have been protected by the decision 
of Matter of Clark, 257 N. Y. 132. 


o, 2, 2°, 
. “e ~~ 


RELATION BETWEEN TITLE GUAR- 
ANTEE COMPANIES AND LAWYERS 


RUST companies, in the services 
gs which they must necessarily render 
to estates and to creators of trusts, 
have always been meticulous in carefully 
drawing the line between their duties and 
rights and the services to be performed by 
lawyers. The recent decision by the Su- 
preme Court of New York in the case of 
Wollitzer vs. National Title Guaranty Com- 
pany and Title Guarantee & Trust Company 
(New York Law Journal, July 28, 1933) in 
which an attorney sought an injunction 
against the companies on the ground that 
they were practicing law is significant. 
The plaintiff alleged that defendants, 
corporations conducting title insurance busi- 
ness and selling bonds and mortgages, were 
drawing and preparing all legal papers in- 
cidental to their work and charging fees 
therefor; that the fees and charges were not 
made known in any way to the owners of 
bonds and mortgages and that by preparing 
legal papers and making charges they were 
engaged in unlawful practice of law; that 
the corporations employed their own legal 
staff for such purposes and that the legal 
staff not only prepared documents but also 
defended and prosecuted suits in connection 
with their work and that various other acts 
of the defendants constituted practice of 
law by a corporation. There was also a 
claim that the defendants acted as execu- 
tors, guardians and trustees and for that 
purpose prepared trust agreements and all 
legal papers and services incidental thereto. 
Judge Cropsey, in an able opinion, dis- 
missed the complaints and pointed out that 
plaintiff had no right to an injunction; that 
the acts of the corporations in preparing 
contracts, deeds, mortgages and other legal 
papers were not illegal, but in fact were au- 
thorized by the laws of incorporation. 
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“Neither of the complaints,’ said the 
Court, “states that the defendants are doing 
any act which they are not permitted to do 
by statute. A summary of the allegations 
will make this plain. It is alleged that the 
defendants draw and prepare papers for 
extensions of mortgages. The statute appli- 
cable to title insurance companies permits 
them to guarantee the payment of bonds 
and mortgages. The drawing of papers in 
connection therewith is a necessary incident 
and is not a violation of the law, whether it 
is done with or without the aid of a lawyer. 
It is a fact that corporations are prohibited 
from practicing law and the punishment for 
so doing is prescribed; none but lawyers 
are permitted to draw certain papers. But 
it is likewise a fact that each of those sec- 
tions contains a clause excepting from its 
operation corporations such as the defen- 
dants and expressly permits them to employ 
attorneys in and about their own imme- 
diate affairs and in litigation to which they 
are parties and to draw papers affecting 
real property and necessary for and in- 
cidental to examination and insuring of 
titles and the making of loans. 


“Tt alleges that defendants conduct fore- 
closure actions in the name of the holders 
of guaranteed mortgages and that lawyers 
are hired by them to conduct such cases. 
In so doing defendants do not violate the 
law. 

“Tt alleges that the defendants solicit 
applications for title insurance and prepare 
contracts, deeds and mortgages in connec- 
tion therewith and render legal opinions as 
to the marketability of the title. Title in- 
surance is expressly permitted by the stat- 
ute. Insuring a title necessarily involves 
the determination whether, as a matter of 
law, it is insurable. This the defendants 
have a right to do. 


“Tt alleges that the defendants hire law- 
yers to pass upon all manner of legal pro- 
ceedings and give advice in drawing papers. 
While this language is quite general, it is a 
necessary inference from a reading of the 
whole complaint that this applies only to 
matters connected with the defendants’ 
business. It is not suggested in the com- 
plaint that the lawyers are hired for any 
other purpose. The whole complaint must 
be considered in determining the meaning 
to be*given to"any of the allegations.” 
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UNIFORM TRUST LAWS 


E have frequently referred to the ex- 
cellent work of the Council of the 

American Law Institute in redrafting 
trust laws for the purpose of modernizing 
these laws and also for the ultimate goal of 
uniform laws governing the important prob- 
lems of the trustee. The lack of uniformity 
throughout the states, both as to their stat- 
ute laws and court decisions, has resulted in 
misunderstandings, unnecessary and costly 
litigation, and general confusion. Tentative 
drafts have heretofore been made governing 
the scope and definitions of terms used in 
trust laws; distinction between trusts and 
varied relationships which resemble trusts; 
methods of creating trusts; principles of 
trust property and in general the duties of 
trustees. 


The fourth tentative draft, embodying 
suggestions by the Council covers the im- 
portant consideration of investment of trust 
funds; successive beneficiaries; compensa- 
tion of trustees; indemnity of the trustee for 
expenses; liability of the trustee to various 
persons interested in the trust, including 
liabilities to third persons. Not only has the 
Council drafted fifty-two new sections gov- 
erning these various considerations, but it 
has also added an appendix which sets forth 
the authorities and decisions upon which 
each section has been based. The principle 
is stated that the standard of prudent in- 
vestment implies liability of a trustee for 
failure to exercise ordinary skill and also for 
failure to use such skill as he may possess. 
Dealing with the problem of distribution of 
risk, it is stated that, except as otherwise 
provided by terms of the trust, the trustee 
is under a duty to the beneficiary to distri- 
bute risk of loss by reasonable diversifica- 
tion of investments. 


The object of this comprehensive docu- 
ment is to invite criticism and suggestions 
for improvements not only from the mem- 
bers of the American Law Institute, but 
also from non-members. Trust companies 
have cooperated in every way with the 
American Bar Association and various con- 
ference committees to obtain uniform legis- 
lation in this neglected field of law and prac- 
tice. Years of labor are being rewarded in 
the tentative drafts on the general subject 
of Restatement of the Law of Trusts. There 
may have been differences of opinion as to 
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the advisability or advantage of standardiz- 
ing the laws governing trusts and trust docu- 
ments, but a careful reading of all the reports 
which have been made with the cooperation 
of the great institutions which are interested 
in the subject will prove beyond a doubt that 
when the final work of the American Law 
Institute has been completed we will have a 
body of proposed laws which will be of in- 
estimable value to trustees. The final draft 
of the report, sustained as it will be by the 
exhaustive references to authorities and to 
decisions, will be considered carefully as a 
valuable aid to the courts in passing upon 
many of the difficult problems which at the 
present time are met by trustees, and as an 
invaluable guide in the enactment of under- 
lying uniform statutes governing trust 
investments. 


2°, 2, 2, 
“ bd “~ 


TAXATION WITHOUT REPRESEN- 
TATION 


IOLATION of an elementary principle 
of justice is not to be condoned even 

on grounds of public emergency. The 
inequitable provisions of the permanent 
deposit guaranty features of the Banking 
Act of 1933 impose a liability, so far un- 
limited, on the stronger banking institutions 
without giving to them any vestige of moral 
or legal supervision over those for whose 
errors they will be taxed. There is grave 
danger that the bulwark institutions of our 
banking system will be placed wholly at the 
mercy of the limited control which federal 
banking authorities exercise over undesir- 
able management practices. 

Figures compiled by the Comptroller of 
the Currency show that of 30,556,000 de- 
positors in the 5,500 Federal Reserve mem- 
ber banks analyzed, 96% per cent of the 
depositors had accounts of $2,500 or less. 
These deposits amount to only 23.7 per cent 
($5,580,000,000) of the total of member 
bank deposits. Such figures show that the 
deposits of 314 per cent of bank depositors 
will have to bear 76.3 per cent of the 
original burden of assessment. However, if 
the experience of mortgage guarantee com- 
panies in time of stress, and of banks under 
recent state moratoria is any criterion, 
it would require more than one assessment 
upon the banks to support a guarantee 
fund. 
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What of the banks not presently in a 
positionto obtain admission to the Federal 
Deposit Insurance Corporation? There are 
two alternative courses. Enforcement of 
severe requirements for membership would 
force these banks into liquidation with 
results contrary to the administration’s 
program of increasing purchasing power. 
The record of past demands made by the 
Reconstruction Finance Corporation as a 
condition precedent to the furnishing of 
additional capital to sound banks is not 
likely to encourage hopes of great assistance 
from that quarter. If requirements are 
adopted to include practically all banks now 
open, the fundamental principle of insur- 
ance—selectivity of risk——-would be violated, 
and taxation without representation would 
appear in unmistakable form. 

One remedy to this situation is at present 
closed. Branch banking would permit the 
admission as branches of banks which could 
not qualify otherwise and would allow the 
stronger banks to exercise control over the 
policies of the weaker risks, eliminating 
such risks without loss to depositors. An- 
other remedy is to obtain improved banking 
legislation. Strong efforts are being made 
to this end so that Congress, when it recon- 


venes in January, will have before it con- 
structive proposals. It seems equitable that 
if banks seeking the protection of stronger 
institutions cannot command the respect of 
their own communities, there is no warrant 
for their seeking that of others. 


oe 


CONSTRUCTION OF REVOCABLE 
TRUST AGREEMENTS 


T is important for trustees to keep in 
mind that in the construction of trust 
agreements the courts are likely to be 
strict and technical. This fact is particu- 
larly well illustrated in a recent case de- 
cided by the Appellate Division of New 
York in which the Chemical Bank & Trust 
Company was trustee. The court not only 
followed closely the wording of the trust 
agreement, but also considered the circum- 
stances and the reasons for the creation of 
the trust. 


The trust agreement was executed by an 
aged man for the benefit of an invalid sis- 
ter. For the purpose of providing for her 
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“either when her individual income is 
insufficient for her needs, or when she is 
unable to obtain prompt payment thereof,” 
he transferred to the trustee certain securi- 
ties with the provision that if it appeared 
at any time that his sister was in need 
of funds for care or support or for any other 
purpose and such need arose from lack of 
availability of her own funds or from her 
inability to procure payment from her own 
funds, she was to receive sufficient to main- 
tain and support her. He reserved the right 
to change the securities, to retain the in- 
come and revoke the trust. Upon the 
death of the sister the trust fund was to 
revert to him or to his estate if he were 
not living. 

The fact is he died before the sister, leav- 
ing a will by which he gave her an annuity 
of $20,000. The sister being incompetent, 
a committee of her person and property 
was appointed. This committee not only 
received the income of the sister’s property, 
which amounted to $8,000 a year, but also 
the annuity. The committee did not spend 
all of her income for her support, but never- 
theless the trustee paid to the committee, 
out of the trust estate, funds amounting to 
approximately $7,000. The residuary lega- 
tee objected. 


The court, in construing the trust agree- 
ment and the intention of the creator of 
the trust, said it was obvious that the crea- 
tor of the trust did not desire to increase 
the income of his sister, but that he merely 
desired to provide for her in the event that 
her income was not sufficient. There was 
no present valid gift of the income of the 
entire trust fund. There was no real need 
for contribution from the trust fund for her 
care or support. Following this very strict 
construction of the trust agreement, it was 
decided that the payment of $7000 should 
be refunded by the trustee and become a 
part of the residuary estate of the creator 
of the trust and also that the income in the 
hands of the trustee upon the death of the 
sister, belonged entirely to the residuary 
estate. 

This decision not only illustrates the im- 
portance of careful drafting of trust agree- 
ments, but also the importance to trustees 
of painstaking study based upon all the 
facts to the end that trust agreements may 
be properly interpreted. 
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INVESTMENT POLICIES AND INFLATION 


CHARTING OF A NEW COURSE FOR INVESTMENTS 
ESSENTIAL TO PRESERVE REAL VALUES 


DEAN LANGMUIR 
Vice-president, Distributors Group Inc. 


(Epitor’s Note: 


The greatest challenge to the established doctrines of sound invest- 


ment that has yet confronted American investors would be presented by adoption of prospec- 


tive plans for inflation. 


As an observer in Germany during the height of inflation there, 


Mr. Langmuir has seen it in actual operation and believes even a modified program will 
constitute a test that may well determine the future adaptability of our trust institutions to 


changing economic conditions. 


The fundamental characteristics of inflation, its practical 


workings and probable effects on national welfare are here authoritatively discussed.) 


O one knows whether inflation will 

come or not. But the mere fact that 

it is threatened is enough to warrant 
the gravest consideration, for inflation would 
mean that all the cherished investment prin- 
ciples which formerly guided us would have 
to be immediately abandoned. It will not 
do to adopt a passive attitude and wait until 
inflation appears. Preparedness is as im- 
portant in the field of investment as in mili- 
tary affairs, and failure to have a carefully 
thought-out program ready to meet inflation 
may entail disastrous losses. The significance 
of inflation, from the standpoint of the in- 
vestor, simply lies in the fact that it causes 
a decline in the value of the dollar. If infla- 
tion brings about a doubling of prices, then 
any given number of dollars will buy only 
half as much as before, in other words, the 
value of the dollar has been halved. 

Every form of wealth and type of security, 
whose value is measured in terms of a fixed 
number of dollars, diminishes in value as 
the general price level rises. Bonds, there- 
fore, suffer through inflation, for they merely 
entitle the owner to receive a certain num- 
ber of dollars upon presentation of each cou- 
pon, and a certain number of dollars at ma- 
turity. So long as the future value of the 
dollar is safe, bonds are safe; but to the 
extent that the future yalue of the dollar is 
a matter of uncertainty, to that extent a bond 
is a pure speculation, for the value of the 
bond necessarily varies directly with every 
change in the value of the dollar. 


The investor could, in the past, usually 
afford to disregard the gradual changes 
which occurred in the value of the dollar, 
so that the task of bond investment consisted 
merely in the selection of issues which would 
not default. But under conditions of infla- 
tion, the question of the relative safety of 
different bond issues is of insignificant im- 
portance in comparison with the determina- 
tion of the value of the dollars the bond- 
holder is to receive. If the general price 
level doubles after a bond thas been pur- 
chased, a man who has paid $1,000 for a 
good bond which still sells for $1,000 has, 
in effect, lost $500, for the bond is actuall7 
worth only half of what it was, in spite of 
the fact that its market price has not 
changed. 
Effects on Securities Visualized 

To visualize what inflation means, one 
should turn to Germany, which served as a 
laboratory, so to speak, for experimenting 
with a gigantic inflation. No inflation in 
this country will ever approach the magni- 
tude of the German inflation, but the German 
experiment showed with exceptional clear- 
ness how inflation works. I happened to be 
in Germany in 1923 during the period of 
maximum inflation, and one particular ex- 
perience remains a vivid memory. In exaim- 
ining a large industrial concern on behalf of 
a New York bank, I noticed from the com- 
pany’s accounts that a bond issue had ma- 
tured shortly before. In answer to my ques- 
tion as to how this maturity had been taken 
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sare of, I was told that it had not been 
necessary to take care of it. The maturity 
of this bond issue involved the sum of 
25,000,000 marks. As the result of inflation, 
25,000,000 marks represented at that time 
so small an amount that not even a postage 
stamp could be bought with it. To be sure, 
any bondholder could have presented his 
bonds for payment, had he wished to do so, 
but it was not worth while for any bond- 
holder to take the trouble of writing a letter. 

This particular instance furnishes a color- 
ful illustration of the effect of inflation. The 
bonds of this company had become worthless, 
in spite of the fact that the company itself 
was sound financially. This particular bond 
issue had been sold to the public only ten 
years before, in 1915, and had at the time 
represented an investment of the highest 
grade, which had been purchased by the 
most conservative investors. 

The behavior of Common stocks during in- 
flation stands in sharp contrast to that of 
bonds. Common stocks represent the own- 
ership of buildings, machinery, and com- 
modities, the price of which will naturally 
rise as the general price level advances. 
Obviously, if the price level doubles, the 
average price of commodities and of other 
physical assets will also double, so that 
the price of common stocks will naturally 
follow any rise in the general level of prices. 
Since common stocks do not represent a 
promise to pay any given number of dollars, 
their worth is not measured in terms of any 
fixed number of dollars, but in terms of the 
value of the physical back of the 
common stocks. When the price of common 
stocks rises during inflation, the rise does not 
necessarily result in a profit. In Germany, 
the higher price of common stocks merely 
kept pace with the rise in the general price 
level. However, while ‘bondholders lost ev- 
erything during the German inflation, the 
owners of stocks preserved their wealth. 
After the inflation had come to a stop, the 
stockholders still owned intact the same 
properties which they had at the outset, with 
the added advantage that they had been 
freed from debt. 


assets 


Changed Concept of Conservatism 
The 
the point that, in order to preserve wealth 


German inflation forcibly illustrates 
during inflation, it is essential to move 
quickly and to throw overboard the invest- 
ment traditions which prove sound only 
under more normal conditions of stability. 
The conservative investor was wiped out in 
Germany by the inflation, while those who 
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adopted what had seemed the more specula- 
tive policy of buying common stocks pre- 
served what they had. Inflation brings about 
a fundamental redistribution of the coun- 
try’s wealth, in the course of which the only 
ones who are not losers are those who are 
exceptionally alert and intelligent. In_ tac- 
kling the problem of whether we are to have 
inflation in this country or not, it is not 
important to formulate an exact definition of 
inflation, or to try to determine just what 
mechanism will bring it about. Whether we 
are to see it or not depends upon broad 
fundamentals, rather than upon detailed 
technicalities. Since inflation concerns in- 
vestors merely because the price level 
rises, all the investor need know at the 
present time is that the Administration has 
announced its intention to raise prices to a 
considerably higher level than that which 
now prevails. The first step in the process, 
namely, the abandonment of the gold stand- 
ard, has already been effected. It has been 
made clear that if prices do not now rise 
substantially from natural causes, they will 
be made to rise artificially. To all practical 
purposes this constitutes a decision to inflate. 

Looking at the situation in a broad way, 
it is obvious that the present psychology of 
the nation is such as to foster inflation. We 
have definitely embarked on an era of ex- 
perimentation in which the old traditional 
principles are being cheerfully abandoned. 
The population of European nations, as in 
the case of Germany and France, having 
been through inflation, dread it as the plague. 
Americans, however, have not learned to fear 
it, and are rather eager to try it out. 


Precedent Not a Guide 


Even if the investor could correctly fore- 
cast whether or not we are to have inflation, 
he would be unable to formulate a definite 
investment program unless he knew how far 
the inflation was to proceed. Unfortunately, 
this is a matter which cannot be forecast. 
Once a currency has cast loose from the safe 
moorings of gold, it is difficult to tell how 
far it will drift. 

History has clearly shown that when infla- 
tion is under way it gathers such momentum 
that it proceeds much further than was orig- 
inally anticipated. The difficulty lies in the 
fact that the process of stabilization is de- 
ferred ‘because it inevitably involves great 
temporary hardship. The prices of securities 
and commodities, which have discounted the 
continuance of inflation, drop sharply; pro- 
duction falls off because additions to inven- 
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tories in anticipation of further price in- 
creases come to a stop; unemployment in- 
creases, leading to political unrest. 

How far inflation travels 
factors which are unknowable—factors such 
as the willingness of the ruling political 
party to sacrifice the present for the future. 
There are few people in public life who are 
prepared to submit to the violent unpopu- 
larity which stabilization would bring for the 
sake of upholding an abstract principle such 
as the maintenance of a sound currency. In 
this country, the danger of inflation is ag- 
zravated by the extraordinary passion for 
speculation characteristic of the American 
public. This might violently stimulate an 
inflation which elsewhere might be mild. In 
view of these considerations, inflation, once 
under way, might well proceed to the extent 
of bringing about a rise in the price level of 
several hundred per cent in the 
two or three years. 

If inflation should be very limited, the 
position of second grade bonds would actually 
improve, for if the price level increased just 
enough to stimulate business reasonably and 
no more, the increased earnings would add 
to the bondholder’s margin of safety. If, 
on the other hand, inflation proceeded very 
far, even certain classes of Common 
would not furnish protection. 


depends upon 


course of 


stocks 
Rails and 


utilities would, for instance, suffer severely 


if costs rose as the price level increased, 
while corresponding rises in rates were pre- 
vented by legislative restrictions. The pres- 
ervation of the value of principal becomes, 
during a time of inflation, the paramount 
consideration. The income of a year or two 
is insignificant in comparison with the great 
shrinkage in the value of the entire fund 
eaused ‘by a far higher level of prices. Securi- 
ties must, therefore, be chosen primarily be- 
eause of their ability to fully reflect changes 
in the price level, and the ordinary consid- 
erations of current and future yield may 
properly be overlooked for the time. 

Facing such uncertainties, the obvious 
course for the investor is to resort to diversi- 
fication as never before. If a fund is invested 
partly in bonds and partly in common stocks 
and in commodities, some protection is af- 
forded against any eventuality which may 
develop. It is nothing short of a crime to 
have a fund invested exclusively in bonds 
while inflation proceeds. On the other hand, 
a fund in common stocks exclusively would 
suffer if shortly after purchasing them, in- 
flation were arrested. 


Fiduciary Obligations 
A period of inflation would represent the 
greatest challenge to officers of trust com- 


panies which they have ever had to meet. 
Many billions of dollars of trust funds are 
at stake, involving the comfort and happi- 
ness of tens of thousands of individuals, and 
involying also, perhaps, the very survival of 
the invaluable activities of many charitable 
organizations, hospitals, and institutions of 
learning and scientific research. The dollar 
income received by beneficiaries may be to- 
tally inadequate when measured in terms of 
purchasing power, If those responsible for 
the administration of trust funds fail to pre- 
serve the wealth entrusted to them, the ac- 
cumulation of future savings will be dis- 
couraged. 

There is one task to which trust compa- 
nies should address themselves at once. Pres- 
ent state legislation which compels the in- 
vestment of trust funds solely in bonds, while 
justifiable and helpful under normal condi- 
tions, would cause stupendous losses in case 
of great inflation. Even though inflation 
may not come, such static legislation is high- 
ly dangerous, and every effort should be- 
made to secure such amendments as would | 
provide for the preservation of the value of 
trust funds under any conditions which may 
develop. Prompt action is advisable, for leg- 
islative changes involve long delays, while 
the process of inflation might be very rapid. 
We are entering a period of profound eco- 
nomic and social change, perhaps one of the 
great peaceful revolutions of history. It be- 
hooves us, then, to adapt our thoughts quick- 
ly to the developments of the day. 


DEAN LANGMUIR 





THE OUTLOOK FOR RECOVERY 


COL. LEONARD P. AYRES 
Vice-president, The Cleveland Trust Company 


(Epiror’s Norte: 


are made by Col. Ayres in the course of a recent discussion. 


Interesting observations on the workings of the recovery program 


The new measures, running 


with the tide of general improvement in business, are well-timed, although clearly experi- 
mental. The following summary also cites problems that will arise in extending the recovery.) 


HE great experiment in the national 

regulation of all business is getting 

under way at a time when the other 
great experiment of national prohibition is 
drawing to a Initiated in times of 
erisis, both experiments involve governmen- 
tal intervention into the intimate affairs of 
great numbers of individual citizens, and in 
both successful outcomes depend on 
retaining the sustained and united support 
of the mass of citizens. 

It will be some weeks or months before it 
is known how effective the new measures 
will prove to be in spreading work, raising 
wages, and increasing consumer purehasing 
power. It is a favorable factor of the first 
importance that the new effort is well timed 
and runs with the economic tide, for in most 
of the countries of the world employment is 
increasing, production is moving up, and the 
general levels of prices are advancing. 

A less opportune element is that industrial 
production, having increased in this coun- 
try with abnormal speed during the past 
four months, a result of the natural influ- 
ences of the legislation, has re- 
cently been showing some signs of slowing 
down. 

The threat of inflation, higher wages and 
shorter hours because of regulation could 
enly result in the buying of commodities and 
the production of goods in excess of imme- 
diate requirements. Nevertheless much of 
the improvement has a more solid basis, and 
represents our participation in a general 
movement of world-wide recovery. Business 
has now entered upon the second phase of 
the recovery effort during which it is at- 
tempting to adjust itself to the multiple re- 
quirements of the new codes. In the weeks 
directly ahead more money will be paid out 
in wages, and higher prices will be asked 
for manufactured goods. If then business 
activity still increases, durable recovery will 
gain momentum. 


close. 


cases 


recovery 


The administration at Washington has 
been increasingly exercised in recent weeks 
by evidence indicating that goods were being 
produced far more rapidly than they were 
being distributed and consumed. This is an 
unavoidable consequence of enactment of 
legislation providing for inflation. Indus- 
trialists and traders hurried to exchange 
their dollars for commodities. On the other 
hand individual citizens buying at retail have 
been under far less pressure to increase their 
purchases. It is important that there be 
general increases in purchasing power to 
meet the advances in prices of retail goods 
which are almost certain to result and this 
explains the haste of the administration to 
put into effect the blanket codes for em- 
ployed workers. 

The most serious present problem is that 
of restoring the production of capital goods. 
The present campaign to spread work and 
to increase wages can have but little effect 
in financing the output of capital goods, and 
the three billion dollar program for public 
works can contribute only moderately. 

In more normal years production of capi- 
tal goods exceeded in value that of consum- 
ers goods and to restore prosperity we must 
revive the production of durable goods, which 
involves the floating of corporate bonds, and 
that in turn requires the restoration of full 
faith in the future of money and credit. 

7? Oo 

Money in circulation at the end of July 
Was $91,051,698 below that at the end of 
June and $96,549,000 below a year ago, ac- 
cording to the Treasury monthly statement 
on stocks of money. Circulation of gold 
and gold certificates dwindled more slowly 
in July than in June, the per capita supply 
of both outstanding being the smallest in 
many years. Circulation of all kinds of 
money July 3ist was $5,629,712,000 or $44.76 
per capita, compared with a per capita figure 
of $45.51 at the end of June. 
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THE BANKERS’ CONTRIBUTION TO RECOVERY 


P. H. WHALEY 
Editor of the National Sphere, Washington, D. C. 


(Epitor’s Norte: 


Mr. Whaley as editor of the National Sphere and the head of the 


Whaley-Eaton Service is in an exceptional position to obtain the views of the Washington 
authorities as to how the bankers can assume leadership at this time and be of marimum 


service. 


He indicates that there is nothing spectacular that can be done and feels that their 


contribution must have reference lo the rehabilitation of the local borrower.) 


HE banking fraternity has been in- 

dicted, during the period of the de- 

pression, not only by the popular press, 
but also by high officials, on the ground that 
it has pursued a narrow and Bourbonistic 
policy, forcing debtors to the wall and de- 
elining to furnish that credit which is es- 
sential if business is to be active. 

Many banks have been in no position to 
make new loans, being themselves heavily 
in debt. On the whole, though, good banks, 
far from declining to extend credit, have 
found their earning assets very inadequate 
owing to their inability to find good bor- 
rowers. 

It has been asked what the bankers can 
now contribute to the recovery program, 
either in leadership or in material coopera- 
tion. There is much that they can do which, 
While not spectacular, can nevertheless be of 
tremendous value. 


The Banker’s Leadership in Local Affairs 

It has been suggested that the banker can 
be of maximum service by being active in 
three lines, as follows: 

1. He should promote the tinancial reor- 
ganization of businesses in his own territory 
which now are not good credit risks, but 
could be made good borrowers were their 
capital structures adjusted realistically. 

2. He should cooperate with local busi- 
nesses, particularly those which are on the 
ragged edge, and make a comprehensive 
study of what their situation is likely to be 
under the new economic setup. 

3. He should advance credits to local 
businesses which, under the new setup, ob- 
viously may be expected to show profits. 

In regard to 1, reports coming to Wash- 
ington indicate that there are thousands of 
businesses, scattered all over the nation, 
which are unsound and cannot survive, yet 
many of these businesses, with a_ realistic 


readjustment of capital structure and econ- 
omy in operation, would be healthy insti- 
tutions. It is worth while for any banker 
to aid in creating a good class of borrowers. 

In regard to 2, the Government is under- 
taking an economic revolution. This implies 
radical changes in the profitableness of in- 
dividual industries. There are some which 
will be hard hit and cannot survive under 
the new order. There will be others that, 
if promptly attuned to the existing program, 
could operate advantageously under it. It 
is the bankers’ function to see a little further 
ahead than the next man and it is decidedly 
to his interest to advise his good patrons to 
safeguard their interests by carefully analyz- 
ing their position under the new conditions. 

In regard to 3, there are many basic in- 
dustries whose status is almost immediately 
improved by the new rules. They may have 
been very poor credit risks yesterday and yet 
be good credit risks tomorrow. It may be, 
in fact, that the banker may make good the 
present doubtful paper of such businesses by 
advancing to them moderate new credits 
which will help them over the lag that must 
occur as the new order becomes operative. 

There is nothing dramatic in any of the 
foregoing, or anything that is not obvious, 
and yet it is by such simple means that bank- 
ers Can most constructively serve the nation 
at this time. There is a lot of difference 
between lending money to a plant that may 
or may not sell its product, at prices that 
may be less than cost of production, and 
granting credits to a plant the products of 
which, the Government virtually guarantees, 
if sold at all, must yield a _ profit. 


Maintaining Credit Structure 


Bankers, almost as a matter of routine, 
have already performed a conspicuously able 
service by underwriting the Government’s 
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credit. They will probably have to continue 
to do this for some time. 

The chief problem in the United States 
does not involve, as so many suppose, an un- 
willingness on the part of the banks to lend 
but, rather, the absolute necessity that the 
banks find a way of employing their funds 
profitably, and yet, safely. They must have 
earning assets. Therefore, anything the lo- 
cal banker may do to expand the list of his 
good borrowers is effort wei spent. 

The time may come again when the Govy- 
ernment will cease to advance credits, by 
the hundreds of millions, for all sorts of 
purposes, and the banks will once more per- 
form the function which normally is theirs. 

The new regime has not been asking bank- 
ers to assume leadership. It has somewhat 
studiously avoided public consultation with 
recognized leaders in the banking profes- 
sion in evolving its financial program, not 
yet, by any means, complete. It has turned 
for advice to college experts rather than 
practical bankers. Indeed, in repudiating 
orthodox financial practice, the Administra- 
tion found it necessary to turn to a group of 
advisers not hitherto active or prominent 
in national affairs, 


Participation in Financing the Government 

Bankers generally have been rather passive 
in the face of developments which must have 
aroused in many of them a real apprehen- 
sion. They must be somewhat restive now, 
in view of the fact that the Government has 
not yet decided on a definite monetary pro- 
gram. | 

Moreover, Treasury operations have been 
severely handicapped by the long illness of 
Secretary Woodin. It is well recognized in 
Administration circles that the Treasury has 
been at no time since March 4 adequately 
manned or 100 per cent efficient. 

The one thing that is absolutely requisite 
and should be maintained at any cost is the 
Government’s credit. It cannot be long now 
before the Treasury will undertake some re- 
funding, in addition to borrowing for current 
needs. Bankers will be depended on, not 
only themselves to participate in such re- 
financing but, also, to encourage investment 
in Governments by their constituencies. 

Bankers, in addition, though at the risk 
of some temporary local unpopularity, may 
find it essential to combat propaganda, even 
when officially disseminated, that is antag- 
onistic to the practice of recognized virtues. 

Thus, it cannot be that there is sanity in 
the thesis that it is the patriotic duty of 
every man to spend as fast as he earns. Good 
bankers will not hesitate, in these circum- 
stances, to advise their patrons that the 


building up of reserves, 
alone can assure security. 
These are parlous times when, admittedly, 
there is practical experimentation, on a huge 
scale, with theories that have hitherto met 
only laboratory tests. It is difficult for even 
informed men to find satisfactory direction- 
als. The banker, accordingly, can be of su- 
perior service in an advisory capacity. 


a & & 


THE INTERESTS OF DEPOSITORS 


The First National Bank of Baltimore has 
advertised in the public press that it con- 
siders its primary obligation to be the safe- 
guarding of $100,000,000 of deposits which 
20,000 people have entrusted to its care. 

The bank states that it is in full sympathy 
with any workable plan sponsored by the 
President of the United States, looking to 
increased employment and wages. It desires 
to correct a widespread impression that 
sound banks are unwilling to make loans. 
During the past three years, the supply of 
good commercial paper practically reached 
the zero point. Manufacturers, jobbers and 
retailers had been maintaining large re- 
serves in the form of cash and government 
bonds. They were not willing to borrow 
money to carry heavy stocks of merchandise 
which were steadily declining in value. At 
the same time consumer purchasing power 
was at a very low ebb. 

Today, the situation has completely 
changed. Businesses are confronted with 
the problem of satisfying the enormous de- 
mands that are now being made upon them 
on account of improved conditions. Large 
sums of money will be required to satisfy the 
demands of millions of consumers, who are 
in the market for things they want and need. 

The right kind of a bank is just as anxious 
to make good loans as the merchant is to sell 
his products, and the First National Bank 
of Baltimore has emphasized the fact that 
it is essentially a commercial bank which 
welcomes an opportunity to make sound 
loans to its customers whether the amounts 
required be large or small. However, the 
bank states that it will make no loan or 
loans which, in its opinion, will directly or 
indirectly jeopardize the security now af- 
forded the 20,000 depositors who have placed 
$100,000,000 in its charge. 


through saving, 


The British Exchequer, in the week ended 
August 5th, received more than £7,750,000 
in estate duties which brings this item of 
revenue over £14,v00,000 ahead of receipts 
last year. 
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TAKING A DEED IN LIEU OF FORECLOSING A MORTGAGE 
CONSIDERATIONS FOR PROTECTING INTERESTS OF THE MORTGAGEE 
IN TAKING TITLE TO PROPERTY 


RALPH M. HOYT 
President, Title Guaranty Company of Wisconsin, Milwaukee, Wis. 


(Epiror’s Notre: The following discussion, as it bears on a subject of present wide- 
spread concern, is of particular interest in calling attention to problems in the transfer of 
property to the mortgagee, and in discussing enforcement of rights of redemption and those 
looking to recovery of property. In his address before the recent convention of the National 
Association of Real Estate Boards, the author forecasts, upon improvement of real estate 
values, numerous lawsuits to set aside deeds, and comments on actions which should be taken 
to forestall future trouble, as that likely to arise in warranting of titles by the mortgagee.) 


N times like those through which we have 

been passing, a very large number of 

properties are going out of the hands of 
mortgage debtors and into the hands of the 
holders of mortgages. The orthodox way of 
effecting this transfer is by foreclosure of 
the mortgage, which, however, is a long, la- 
borious and expensive process. Money must 
be provided to pay court expenses, sheriff's 
fees and attorney fees, and if (as is usually 
the case in times of depression) no cash bid- 
der appears at the sale, the mortgagee has 
to produce the money for the payment of 
these expenses and add it to his investment 
in the property. The mortgagor, on the other 
hand, not only sees his property slipping 
away from him, but is very likely to find 
himself burdened with a judgment for a 
deficiency, which will hang over him for 
many years unless he pays it or gets rid of 
is through bankruptcy. 


In a situation that is so expensive and un- 
profitable as this to both of the parties in- 
volved, it is but natural that in a large num- 
ber of cases the parties should honestly and 
sincerely wish to settle the matter by a sim- 
ple deed of the property from the mortgagor 
to the mortgagee in full satisfaction of the 
mortgage debt. We will all agree that there 
is nothing inherently immoral] or unconscion- 
able about such a transaction. Unfortun- 
ately, however, human nature being what it 
is, there have been a great many instances 
of unfair dealing in situations of this kind— 
cases where people who are so burdened with 
debt that they do not know which way to 
turn, have been talked into giving up really 
valuable equities without compensation and 


without a real appreciation of the rights they 
have under the law. Courts of equity have 
always sought to protect the debtor against 
his creditor, on the theory that the two do 
not stand on an equal footing in bargaining 
power; hence we find that from the earliest 
times the courts have looked with particular 
suspicion upon the device of avoiding fore- 
closure by means of a deed from mortgagor 
to mortgagee. 


Protecting the Right of Redemption 

When a man gives a mortgage on his real 
estate, the interest that he has left is called 
an equity of redemption. It consists of the 
right to redeem or regain his full title by 
paying off the mortgage. Under the early 
English law, a mortgagor was held to the 
strict letter of his contract, and if he did 
not. pay the mortgage on the very day it was 
due, lost his entire title to the property. This 
rigid system became so intolerable that 
courts of equity invented the device known 
as the right of redemption, and without au- 
thority of any statute they started in to 
grant the defaulting debtor a _ reasonable 
time within which he might redeem the prop- 
erty after default. To circumvent attempts 
at destroying this right of redemption by con- 
tract, these equity courts held that any stip- 
ulation in a mortgage for strict foreclosure 
in case of non-payment or for waiver of the 
right of redemption was utterly void, The 
fixing of the period of redemption was at 
first discretionary in the court, but has long 
since been taken over by the _ legislative 
branch of the government and is regulated 
in every state by statute. 

In protecting and enforcing the right of 
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redemption, the equity courts also found it 
necessary to prevent another type of evasion, 
even at the expense of destroying a venerable 
rule of evidence: namely, the practice of the 
borrower giving the lender a deed at the 
time of the loan instead of a mortgage. The 
rule is practically universal in the law of 
evidence that no written instrument can be 
varied by verbal testimony for the purpose 
of showing that it was intended to be of dif- 
ferent tenor than appears on its face; but 
so anxious were the courts to prevent the 
destruction of a mortgagor’s redemption 
right by any device the parties might employ, 
that they threw the so-called parole evidence 
rule overboard in this particular type of 
case and adopted the rule that verbal testi- 
mav always be introduced to show 
that an instrument in the form of a deed 
was really intended as a mortgage. Once 
such intention is established, the grantor in 
the deed has the same redemption right that 
he would have if his instrument had been a 
mortgage of the usual kind. 

With courts of equity so watchful of every 
attempt to destroy the redemption right at 
the inception of the loan, it is natural that 
they should view with suspicion any attempt 
to take away or shorten that right by agree- 
ment of the parties subsequent to the mak- 
ing of the loan. The whole purpose of the 


mony 


redemption right is to enable the debtor to 


enjoy a period of grace after he gets into 
default ; and if by giving a deed to the holder 
of the mortgage he gives up his redemption 
right just at the time when the law intends 
him to have the benefit of it, the settled 
tendency of the courts is to look askance at 
the transaction. There has grown up a great 
variation, however, in the attitude of the 
courts of the different states upon this sub- 
ject. Some of them frown so severely upon 
the arrangement that they appear to put the 
mortgage holder almost in a criminal class 
at the outset, and call upon him to justify 
himself. Other courts treat the matter more 
as an ordinary lawsuit, taking the deed at 
its face value as a bona fide conveyance un- 
til the contrary is proven. 


Judicial Scrutiny of Deed 

The rule laid down by the United States 
Supreme Court requires the mortgagee who 
takes a deed from the mortgagor to “pay 
for the property what it is worth,” to “hold 
out no aelusive hopes,” to “take no advantage 
of the fears or poverty of the other party.” 
Every doubt must be resolved against him. 
The fact that the mortgagor knowingly sur- 
rendered the property and never intended to 
reclaim it is immaterial. When we consider 
this rule in connection with the fact that 


the inquiry as to the conduct of the parties 
is ordinarily made some years later when 
the mortgagor comes into court to get his 
property back, it will at once be perceived 
how insecure every title of this kind must be 
in those states which literally follow the 
rule of the United States Supreme Court. 
Generally speaking, the courts of the various 
states have taken the position in the more 
recent decisions that the deed from mort- 
gagor to mortgagee, while subject to close 
scrutiny, is not prima facie invalid, but its 
invalidity must be definitely shown. A few 
courts, such as those of Wisconsin and Dela- 
ware, hold that the burden is upon the per- 
son attacking the deed to establish the 
grounds of its invalidity by clear and satis- 
factory evidence, but in a greater number 
of states, including Alabama, Caljfornia, L- 
linvis, New York, Oregon and South Carolina, 
the mere showing that the deed was given 
by a mortgagor to a mortgagee is sufficient to 
place upon the mortgagee the burden of proy- 
ing that the deed was a bona fide conveyance 
of the entire title. In one state, Minnesota, 
there is a statutory presumption in favor 
of the validity of the deed. 


Recovery and Valuation of Property 

There are, as a matter of fact, two dis- 
tinct grounds on which a mortgagor who has 
given a deed to the mortgagee may attempt 
to get his property back. One method of at- 
tack is by claiming that fraud, oppression, 
undue influence or something of that sort 
entered into the transaction, so that the deed 
Was not his free and voluntary act; the other 
method is by asserting that the parties ver- 
bally agreed and understood at the time of 
the transaction that the deed was not to be 
a complete conveyance of the title but was 
to constitute merely a new security for the 
debt. The “fraud and oppression’ ground 
is the one most commonly used and ordi- 
narily the easiest one for the attacking party 
to maintain. While the word “fraud” has a 
well-understood meaning in the law—namely, 
the making of a false representation as to a 
material fact already existing—the words 
“oppression,” “overreaching” and the like are 
very flexible. One cannot know in advance 
just what a particular court will consider to 
be “oppression.” The transaction always 
arises at a time when the debtor is under 
financial pressure, so that the mere fact of 
his poverty ought not to constitute oppres- 
sion, 

Here again the mortgagee is in a perilous 
position. He is not called upon to defend 
the title until some time after the transaction 
takes place, usually a period of years. The 
value that is to be proven is the value at 
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the time the transaction occurred. The 
method of establishing that value is by the 
testimony of expert witnesses. The transac- 
tion occurred during the depths of a depres- 
sion when real estate was hardly a market- 
able commodity at all, and values were very 
much a matter of guess work. The action is 
coming on for trial, presumably, at a time 
when values have recovered and prosperity 
is again in the land. It is hard for people 
to remember, at such a time, how low the 
values really were during the depression. 
Witnesses who can pass the qualification re- 
quirements to testify as experts on real es- 
tate value are not difficult to procure, and 
their estimates of values existing at a given 
time in the past are likely to be very diver- 
gent. The title will stand or fall according 
to the final decision upon a valuation that 
must necessarily rest only in opinion. 

It is true, of course, that the mortgagor 
who has given up his title by deed to the 
mortgagee cannot get the title back under 
any circumstances unless he pays up the 
mortgage. He will never reappear in the 
picture at all unless property values improve 
enough to make it distinctly worth his while 
to pay up the mortgage with all back inter- 
est. But all of us are expecting and looking 
for just such an improvement in values. We 
shall be mightily disappointed if it does not 
come, and come fairly soon, When that time 
arrives, Wwe may expect a fine crop of law- 
suits to set aside deeds given in lieu of fore- 
closure. It is to be remembered further that 
although the former owner must pay up the 
mortgage with interest before he can get his 
property back, he will be entitled to an ac- 
vounting of the rents and profits of the 
property while it was held by the mortgagee, 
and that accounting may take care of the in- 
terest charges and even help toward paying 
off the principal. The mortgagee who has 
resold the property with a warranty of title 
will find himself in a particularly uncomfort- 
able position. If real estate values have 
gone skyrocketing in the meantime, he may 
find himself owing his purchaser twice as 
much upon the warranty of the lost title as 
he is able to collect from the payment of the 
old mortgage. 


Remedy to Forestall Future Difficulties 

An excellent way of forestalling the claim 
of fraud or undue influence is by giving the 
mortgagor, at the time of accepting a deed 
from him, a lease under which he can con- 
tinue occupying the premises for approxi- 
mately as long a time as his right of redemp- 
tion would run in case of foreclosure, coupled 
with an option to repurchase the premises 
at the close of the lease period at a price no 


higher than the amount that would then be 
due on the mortgage if it were still in exist- 
ence. An arrangement of this kind gives 
the mortgagor all the time and opportunity 
he could possibly have in the case of a fore- 
closure of the mortgage, and it is difficult to 
see how any claim of oppression could pos- 
sibly be made in cases where the lease and 
option are given for an adequate period. The 
rental rate under the lease should, of course, 
be no higher than the interest rate would be 
on the mortgage, and the rent paid under the 
lease should be credited on the purchase 
price if the option to repurchase is exercised. 
This arrangement has the disadvantage to 
the mortgagee of tying up the property and 
preventing resale for as long a period as 
though a foreclosure action were being pros- 
ecuted, but it at least saves the mortgagee 
the expense of a foreclosure action. A greater 
difficulty with the lease and option idea, how- 
ever, is that while it takes the fraud element 
out of the transaction, it is very likely to 
open up to the mortgagor that other line of 
attack, namely, the claim that the whole 
transaction was not intended as an absolute 
conveyance but as a mere substitute mort- 
gage to replace the earlier one. The courts 
of some states reason that if the mortgagor 
is given a lease and a repurchase option 
which leave him in the same position he 
would be in under the original mortgage, no 
change at all has occurred in the situation, 
and the parties are still mortgagor and mort- 
gagee. 

What remedy is there, then, for the mort- 
gagor and mortgagee who in good faith de- 
sire to settle their situation once and for all 
by a deed in lieu of foreclosure? How can 
the mortgagee ever be sure that he will not 
be the loser if the mortgagor, or perhaps his 
heirs after his death, should repent of the 
bargain? The only conclusive means of pro- 
tection that I know of is to get the title in- 
sured, if insurance on that kind of title is 
obtainable. 

If title insurance cannot be obtained or for 
any reason is not used, there are a number 
of precautions that can be exercised that will 
tend to increase the difficulty of attacking 
the title. They are in fact the same precau- 
tions that a title insurance company ordi- 
narily requires the mortgagee to use before it 
will insure the title. The first and most im- 
portant precaution is to be sure that the 
indebtedness is canceled and the mortgage 
released «at the time the deed is taken. The 
consideration for the deed is the full satis- 
faction of the indebtedness, and if the mort- 
gagee does not actually give that considera- 
tion at the time, but attempts to keep the 
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indebtedness alive, he may be pretty sure 
that in case of attack the court will take 
the title away from him. If, however, he 
immediately cancels the mortgage note and 
releases the mortgage, he at once eliminates 
a substantial part of the mortgagor’s basis 
for future attack. The cancellation of the 
note is almost conclusive evidence against 
the mortgagor if he bases his future attack 
upon the theory that the deed was intended 
merely as another mortgage; for, as a num- 
ber of courts have pointed out in their deci- 
sions, there cannot be a mortgage without 2 
mortgage debt. 
Value of Affidavit of Consideration 

A second valuable precaution that may be 
taken in carrying through a transaction of 
this kind is to obtain from the mortgagor 
and his wife an affidavit, entirely separate 
from their deed, reciting fully the considera- 
tion for which the deed was given and the 
fact that they gave it of their own free will 
for the express purpose of passing the entire 
title and not for the purpose of securing in- 
Cebtedness; and further reciting that they 
believe the consideration given them to be 


fully equal to the fair value of the real es- 
tate, and that they claim no interest what- 
ever in the real estate except the interest 
given them by the lease or option if the trans- 
action happens to include a lease or an op- 


tion to repurchase. An affidavit of this kind 
is practically conclusive on the question 
whether the parties intended the deed to be 
a mere mortgage. It states in so many 
words, over the signature of the grantors, 
that the deed was not so intended. It is not 
conclusive, however, on ‘the question whether 
fraud or oppression was practiced, because 
obviously if the mortgagee used unfair tac- 
tics to obtain the deed itself, he would not 
refrain from employing the same tactics to 
zet the affidavit. In such case the deed and 
the affidavit would be considered by the 
courts to be parts of a single transaction ; 
and when fraud enters into a transaction it 
vitiates the whole. Nevertheless, the affi- 
davit is of very considerable value even 
where the transaction is attacked as fraud- 
ulent. Except in those cases where signers 
of the affidavit are too illiterate, physically 
infirm, or mentally weak to understand what 
they are signing, a formal affidavit, solemnly 
sworn to, containing positive recitals on mat- 
ters vital to the litigation, is not a thing to 
be lightly brushed aside. 

Sometimes the facts mentioned as being 
desirable to set out in an affidavit are put 
into the deed itself. Opinions differ as to 
the wisdom of doing it in this way. The 
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separate affidavit is preferable, particularly 
if not a mere printed form but is a docu- 
ment drawn up for the occasion. It is easy 
for the signer of the deed to claim that he 
merely signed on the dotted line at the end 
of the printed blank and did not read the 
whole instrument; it is not so easy for him 
to explain away the signing of a second 
instrument in addition to the deed. He must 
at least give some explanation as to why he 
signed his name twice. Another objection 
tc incorporating the whole story of the trans- 
action in the deed is that future examiners 
of the title may regard the recital as a 
warning signal against a danger in the title. 
True, the recitals set forth a state of facts 
that are obviously intended to strengthen the 
deed, but the very fact that it appears to 
need strengthening is regarded by some title 
examiners as a sign of weakness. All things 
considered, it would seem better to have the 
recitals contained in a_ separate affidavit 
where they can be used with full effect in 
‘ase of a lawsuit, rather than to have them 
in the deed itself where they may scare away 
a prospective purchaser of the property. 
One question that is of much interest in 
connection with these deeds from mortgagor 
to mortgagee is, how long a time the mort- 
gagor has within which he may attack the 
transaction. Unfortunately, the answer to 
the question is very uncertain. If the basis 
of attack is that the deed was really intended 
only as a mortgage, the action is merely one 
for redemption, and the general rule is that 
the redemption right lasts as long as the 
right to foreclose the mortgage, which is 
usually at least ten and sometimes twenty 
years. If, on the other hand, the basis of 
attack is fraud or undue influence, the pe- 
riod of limitation for commencement of an 
action is ordinarily shorter, usually about 
six years. Both of these periods are sub- 
ject to further shortening, however, by rea- 
son of the fact that the action must be 
brought in a court of equity, where the 
granting or withholding of relief depends 
very much on the views of the court as to 
the diligence with which claimant has acted. 
A delay of a year or two may be enough to 
cut off the right in some while in 
others the surrounding circumstances may 
excuse a delay of many years. Thus the 
question as to how soon a title obtained from 
a mortgagor can be considered safe against 
attack, is shrouded in much uncertainty. A 
great deal depends upon facts that cannot be 
ascertained until they are brought out in 
court, and the outcome will depend greatly 


cases, 


(Continued on page 204) 
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ESSENTIALS IN RESTORING THE CREDIT OF THE 
RAILROADS 


MALADJUSTMENTS WHICH. MUST BE FRANKLY RECOGNIZED 
AND DEALT WITH 


FAIRMAN DICK 
Of Roosevelt & Son, New York City 


(Epiror’s Note: Trust companies are vitally interested in the restoration of railroad 
credil because of the large volume of trust and estate funds invested in depreciated rail--ad 


obligations. 


Mr. Dick frankly discusses maladjustments, largely brought about and per- 


petuated by arbitrary government control of rates and charges. He maintains that railroad 
credit cannot be restored by general scaling of fixed charges but that a sound capital structure 
can only be accomplished by fearless approach to problems arising from maladjustment 
as affecting earnings and fixed charges.) 


RGUMENTS that the railroads should 

readjust themselves to deflated con- 

ditions by scaling their debt are 
widespread, and it is often stated that only 
by such a policy can credit be restored. This 
argument must assume that the present 
breakdown in railroad credit, not only as 
compared .with the last ten years, but with 
the period prior to the war when railroad 
credit was at its peak, has been caused by 
the increased burden of fixed charges and 
that therefore a scaling is necessary to re- 
store the sound conditions of the past. An 
examination of the facts fails to confirm this 
opinion. 


Causes of Decline in Net Earnings 

Railroad credit was at its peak in the pe- 
riod from 1900 to 1909. During this period 
some of our railroads were able to sell 3 per 
cent bonds, and railroad stocks in most cases 
sold at from $150 to $250 per share. This 
high credit was based on many factors, of 
which the most important was the sound re- 
lationship between gross earnings, expenses 
and fixed charges; in other words, this high 
credit was based on a safe proportion of net 
earnings in relation to gross and a safe ratio 
of this net to charges. At that time the net 
railway operating income of the carriers was 
30 per cent of their gross earnings, and fixed 
charges were 21 per cent of the gross earn- 
ings. If we examine the situation in 19832, 
we see a net equal to 10.6 per cent of the 
gross earnings, and fixed charges equal to 
22.2 per cent of the gross earnings. In other 
words, the burden on the railroads of sup- 
porting their fixed charges has remained 
about the same, but the net available to pay 


these charges, in relation to gross earnings, 
had declined 65 per cent. It is obvious that 
this maladjustment has been one of declin- 
ing net and not of increasing charges. There- 
fore, to restore the relationship existing in 
the days of high railroad credit would eall 
for an increase in net earnings of approxi- 
mately 300 per cent, as compared with a de- 
crease in fixed charges, of only 5.5 per cent. 

Further analysis to determine the reason 
for this decline in net, shows that the bulk of 
the increased expenses of the carriers as 
compared with the former period consists 
of payments to labor and taxes. Payments 
to labor have increased from 40 per cent 
of gross to 47.8 per cent in the period from 
1900-1909 to 1932, and taxes have increased 
from 3 per cent of gross to 8.8 per cent; it is 
therefore seen that a restoration of the sound 
deflated conditions of 1900-1909 calls for a 
decrease in payments to labor of about 20 
per cent and a decrease in taxes of about 66 
per cent, but for practically no decrease in 
fixed charges. The popular suggestion, there- 
fore, that a general scaling of charges is the 
main factor in restoring the sound credit con- 
ditions of the past, does not stand analysis. 


Scaling of Fixed Charges Will Not 
Restore Credit 

During times of stress like the present, 
major correction in our financial adjustment 
is difficult to obtain through substantial cuts 
in highly organized labor, and substantial 
cuts in taxes. The practical difficulty is ex- 
tremely great, although it is necessary to 
point out that in connection with payments 
for labor this readjustment would not necessi- 
ate a return to the prior wage scale because, 
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due to the improvement in railroad methods 
and the investment of large sums of money 
in physical improvements, and also due to 
the higher rate level, the railroad gross earn- 
ings per employee have more than doubled 
since the prior period. It would seem, there- 
fore, that a proper adjustment of wage pay- 
ments in connection with gross earnings and 
interest charges could permit a payment per 
employee over double what it was in the 
prior period. 

However, readjustments during a major 
crisis like the present cannot always’ be 
brought about along sound economic lines. 
Popular misunderstanding may force an at- 
tempt to correct the present maladjustment 
of the railroads by scaling fixed charges. 
While such a readjustment would violate the 
principles of sound economics and also of 
fairness and justice, it might, nevertheless, 
be the policy followed if such a policy would 
hold any possibility of the re- 
storation of railroad credit. Careful analy- 


success in 


sis, however, reveals the fact that general 
scaling of fixed charges would not restore 


railroad credit, but would have an effect di- 
rectly opposite. This is because a _ restora- 
tion of railroad credit cannot be based merely 
on a light burden of fixed charges, but it also 
calls for a safe margin of net earnings. 


Northern Pacific as an Illustration 

It may be helpful, and make the matter 
clearer, if I illustrate the above statement by 
specific illustration in regard to a definite 
railroad, the Northern Pacific in 1893, when 
it was in the hands of receivers, and the 
Northern Pacific in 1931. Following are the 
figures confined to the actual operating earn- 
ings of the road on which the bonds are a 
lien, and exclude other income: 


Northern Pacific Railroad 


Per cent Per cent 


1931 of gross 1893 of gross 

Gross earnings......... $62,300,000 100.0 $24,135,000 100.0 
Net available for taxes 

and interest......... 13,600,000 21.8 9,513,000 39.5 

, “aa 6,800,000 10.9 462,000 1.9 

Balance. . . .. 6,800,000 10.9 9,051,000 37.6 

Interest.............. 14,500,000 23.3 11,883,000 49.4 

Balance ..DEF. 7,700,000 -12.4 DEF 2,832,000 -11.7 


The credit of the Northern Pacific was re- 
stored following the receivership, by a _ re- 
organization in which the fixed charges were 
scaled approximately 50 per cent, to about 
$6,600,000, This would show a factor of 
safety of one and one-half times charges 
for the year 1893. Now let us see what hap- 
pens if in 1931 we had attempted to restore 
the credit of the Northern Pacific by sealing 
its charges in the same proportion. The bal- 
ance available for interest was $6,800,000 
and, figuring a similar factor of safety of one 
and one-half times, would permit interest 
Such a theoreti- 


charges of about $4,500,000. 
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eal reorganization of the Northern Pacific 
would produce results similar to the actual 
reorganization in 1893 in that charges would 


be covered one and one-half times in each 
case. However, here the similarity ceases, 
for whereas in 1893 the Northern Pacific 


margin of net to gross was 37.6 per cent, in 
1931 it was only 10.9 per cent. If, following 
the reorganization, earnings dropped 
10 per cent and there had been no reduction 
in expenses, the Northern Pacific in the 90’s 
would still earn its charges. 

If we apply the same test to the Northern 
acific in 1931, there would be practically 
no net for charges at all. Examination of 
the actual earnings of the Northern Pacific 
for the year 1932 shows a net of only $1,990,- 
000 so that even if charges had been reduced 
as suggested, the road would not have earned 
them. This example should fully answer the 
question of those who suggest that the rail- 
roads restore their credit by a reduction in 
charges as they did in the 90's. Analyses 
similar to this can be made of a great many 
roads and these examples illustrate the rea- 
son why so many roads today are not earn- 
ing their taxes and why even their first 
mortgage bonds are selling at prices indicat- 
ing default. Even these low prices are not 
based on present earnings, but on the con- 
fidence of investors as to some eventual form 
of governmental protection in the nature of 
au guarantee, or otherwise. 


Readjustment of Unsound Capital Structure 

An examination of the trend in interest 
charges as compared with taxes in the last 
thirty years reveals that in the decade which 
ended with 1899, taxes were 10 per cent of 
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fixed charges; in the decade ending with 
1909, 14 per cent of charges; and in the 


decade ending with 1929 they were exactly 
50 per cent of charges. In the figures above 
for the Northern Pacific, it is seen that in 
1893 taxes were $462,000, compared with a 
balance for interest of $9,051,000, whereas 
in 1931 taxes were $6,800,000 compared with 
a balance for interest of an equal amount. 
An effort to restore credit by reducing fixed 
charges, for example, so that taxes equaled 
100 per cent of fixed charges, could not but 
fail to be of the most alarming significance 
to investors. 

It seems quite evident, therefore, that the 
attempt to restore credit by a general scal- 
ing of fixed charges is not only economically 
unsound and unfair, but would be ineffective 
in accomplishing the desired result. This 
does not mean that in the present crisis the 
situation would not be aided by a moratori- 
um on the junior bonds of roads where pres- 
ent earnings are inadequate, and it is to be 
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hoped that the railway bankruptcy act will 
make such temporary readjustments more 
easily accomplished, Such moratoria are 
radically different from a permanent sealing 
of debt, as they are a temporary expedient 
during a period when efforts are being made 
to restore railroad earnings. 

If and when railroad earnings are restored 
so that the credit of the railroad industry as 
a whole is restored, then those roads which 
through unsound capital structures are un- 
able to borrow money on advantageous terms 
must, of course, scale down to a sound basis. 
Such readjustments of unsound capital struc- 
tures are necessary in all lines of busi- 
ness, but to force such readjustments now, 
when the result will not restore credit, and 
when it cannot be determined what degree 
of readjustment may ultimately be necessary, 
could not but fail to have a very adverse 
effect on a general restoration of railroad 
credit. 

Importance of Investment Attitude 

Credit, it must be remembered, is a state 
of mind; it is the state of mind of investors, 
and is influenced not only by present earn- 
ings, but by other factors, of which one of 
the most important is the moral hazard. In 
the railroad industry this moral hazard is 
emphasized when investors see that the pres- 
ent maladjustment has been largely brought 
about and perpetuated by the Government. 
through its control of rates and charges and 
its laws and agencies governing payments to 
labor and working conditions of labor. Be- 
fore real progress can be made in restoring 
railroad credit and re-establishing sound val- 
investors must be convinced that there 
will be some method of protection devised 
that will control the Government in the abuse 
of power evidenced by these maladjustments. 


ues, 


Instances of Maladjustment 
It may be helpful to compare this malad- 
justment in the railroad industry as between 


labor and capital, with the sound, profit- 
sharing method used in the New England 


fishing industry. In fishing ships that oper- 
ate on a share basis the catch is divided, 
after deducting all expenses except wages, 
between the ship and the crew—so many 
shares to the ship, so many shares to the crew. 
When the railroads had sound credit, a rail- 
read catch of 100 shares was divided 57 fish, 
or units, to the ship and 48 fish among the 
crew. This was the proportion in 1904-05-05. 
In 1932 we find that only 18 fish went to the 
ship. and 82 fish were divided among the 
crew. It should also be noted that the ship 
today is greatly improved in its equipment 
and capital appliances, and that through 
these costly labor-saving devices the crew is 
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reduced in number by about one-third, but 
nevertheless share in a greatly increased per- 
centage of the catch. 

This is one of the instances of maladjust- 
ment which must be analyzed and corrected 
in order to restore health to the railroad 
industry, and it is only when definite action 
is taken that it can be said that a progres- 
sive step has been taken toward restoring 
railroad credit. In the meantime the failure 
to discuss these matters in a fearless man- 
ner, and the emphasis that has been placed 
upon restoring credit through a _ wholesale 
scaling of interest charges, is having a re- 
tarding effect, not only on railroad credit, 
but on our recovery from the depression, due 
to its alarming effect on the confidence of 
important institutional investors in railroad 
securities which constitute such a vital part 
of our general financial structure. 

fo fe fe 

STATISTICS OF BANKING RESOURCES 

Records compiled under the direction of 
Walter S. Cummings, assistant to the Secre- 
tary of the Treasury, show that the country’s » 
banking situation is approaching normalcy, 
at least as regards the total number of banks 
in operation ; 13,951 licensed banks are func- 
tioning without restrictions and only 2,870 
are closed or on a restricted basis, These 
figures include member banks as of August 
12th and non-members of the Reserve System 
as of July 26th, but are exclusive of mutual 
savings banks. 

As of August 12th, 4,961 national banks 
were doing an unrestricted business with 
deposits of $16,938,000,000 (based on the De- 
cember, 1932 bank call) ; 740 state member 
banks and 8,250 non-member banks were 
operating on a full time basis on July 26th. 
Deposits were respectively $9,742,000,000 and 
$5,057,000,000. 

On August 12th there were closed or re- 
stricted, 909 national banks having deposits 
of $954,304,000, 95 state member banks with 
deposits of $204,134,000 and 1,866 non-mem- 
ber banks with $1,005,365,000, or total of 
$2,163.803,000 against $31,737,728,000 depos- 
its in open banks. Of the closed national 
banks, 317 have had reorganization plans 
approved and when necessary capital is 
‘aised about $400,000,000 of deposits will be 
released with further beneficial effect on 
the banking situation. 


The rate of increase in the deposits of the 
postal savings system has again decreased 
for the month of June. This is attributed to 
the public’s returning confidence in the banks 
of the country. The increase was only $6,- 
626,000 to a total of $81,184,948,000. 
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(Epiror’s Note: The subject of corporate trusteeship and receiverships has become 
one of unusual importance because of numerous mortgage foreclosures and defaults on 
mortgages and corporate obligations. The following is an abbreviation of an article which 
appeared in the June issue of the Illinois Law Review, also omitting footnotes. The omitted 
pages dealt with the nature of the interest reposed in a trustee in a trust deed in the nature 
of a mortgage and his right to possession of the mortgaged premises as well as various reme- 
dies that obtain in Illinois, primarily as to strict foreclosure. The article herewith deals 


especially with trust companies as receivers.) 


ECENT writers on the subject have 

criticized trust companies for acting 

in the capacity of receiver in the very 
proceedings to foreclose in which they appear 
as trustee, The criticism made is that there 
is a conflict of interests in the situation 
where a trustee acts as receiver in his own 
foreclosure proceeding, such that the interest 
of the owner of the equity is likely to suffer. 
In the same breath, however, some of these 
writers insist that the trustee should take 
possession of the property under his com- 
mon-law right. 

The two attitudes thus taken, it is sub- 
mitted, are inconsistent with each other, and 
are inconsistent with the suggestion above 
referred to, that the court should require a 
trustee to take possession. For, if a trustee 
is sufficiently responsible to take possession 
and manage a property without the super- 
vision of the court, it would seem to be 
even more desirable for that same trustee to 
manage the property under the supervision 
of the court; for in the former case, the trus- 
tee would be entitled to indemnity and, 
doubtless, to insist upon compensation as a 
condition to being required to take possession 
and thereby the question presents no differ- 
ent situation than if the same trustee were 
appointed receiver. 


A mortgagee cannot be required to take 
possession of mortgaged property, and put in 
his time and energy in its conduct and man- 
agement, without compensation. If he elects 
to do so, that is one thing, but requiring 
him to do so is quite another thing. And a 
trustee is in no different position with re- 
spect to that. 


Position of Trustee as Receiver 

But a trustee is in a different position from 
the owner of the indebtedness. As a reposi- 
tory of the legal title, he has a duty to the 
owner of the equity as well. For the purpose 
of satisfying the mortgage and, in case of 
sale, conveying the property to the purchaser, 
he represents the mortgagee. But he repre- 
sents the mortgagor as well to see that a 
proper accounting is made to the mortgagor 
for any surplus over and above what is 
necessary to satisfy the claim of the mort- 
gagee, 

A corporate trustee is obligated by its 
charter and by its deposit of securities with 
the state creating it, to perform its function 
fairly and impartially. Such a corporation 
can have no interest except to carry out the 
mandate of the law. In so far as the law re- 
quires it to serve the owner of the indebt- 
edness, it must serve that owner, and it is to 
the interest of all, including the mortgagor, 
for it to do so. In so far as it becomes its 
duty to serve the mortgagor, the trustee must 
and cannot help but do so fairly and impar- 
tially, for it acts impersonally. Then why 
should it not act as receiver as well as trus- 
tee? The chancellor also represents both 
sides. Is he disqualified from appointing a 
receiver on that account? Indeed, the same 
considerations that impel the courts to frown 
upon individuals who own the indebtedness 
serving as receivers do not apply; and yet 
the courts have recognized the propriety of 
the same attorney representing the owner of 
the indebtedness and the receiver. 

Apparently the sole objection to the trus- 
tee also acting as receiver lies in the allow- 
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_ance of separate fees for each capacity. But 
the law has always recognized the right of 
public officers to occupy different public of- 
fices at the same time, and to collect fees 
therefor, if the capacities are not inconsistent 
with each other, and, as above seen, the 
duties of trustee and receiver are virtually 
identical. For the receiver, except in so far 
as the statute or the decree of court has en- 
larged his powers, is a mere custodian of the 
property and is merely the representative of 
the owners of the property—all the owners, 
mortgagees and mortgagors alike. 


Corporation Differs from Individual 

A corporation acts strictly by its records. 
In that respect it differs from an individual, 
who often relies upon his individual memory 
to guide him in his course of action, Acting 
as it does by force of records, a responsible 
trust company with various departments, 
each devoted to its own particular field, is 
not subject to the criticism directed against 
individuals when they operate in different ca- 
pacities relative to the same subject matter. 
Acting strictly according to records preserved 
of each action taken, trust companies are pe- 
culiarly subject to serutiny, and the chance 
of favoritism, political or otherwise, is mini- 
mized. 
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All movements of the corporation being 
matters of record, system necessarily becomes 
the chief element, and the result is a syste- 
matic and economical administration in the 
transaction of all affairs which responsible 
trust companies conduct. That has been 
proved without question in their conduct of 
decedents’, incompetents’, minors’ and others’ 
estates. Why should receivership estates be 
any different? 

A similar consideration has been before the 
courts in connection with corporations who 
are empowered to do both a general banking 
business and to act as trustee, executor, ete. 
To apply the same rule to such corporations 
as is applied to individuals would prevent a 
corporation of such character from deposit- 
ing funds coming into its hands as trustee or 
executor, in its own bank, and would require 
it to deposit such funds in some other bank. 

Much has been said about the non-dele- 
gability of the functious of a receiver. Even 
as applied to an individual, the rule is not 
understood as requiring the receiver 
himself to perform all the acts connected 
with the receivership. But whatever the ef- 
fect of that rule may be. it cannot be ap- 
plied to a corporation, which necessarily does 
every act through an agent. 


to be 


Receivers Obtaining Specific Authority to 
Expend Money or Incur Obligations 

Some criticism appears in some writings on 
the subject, of the practice in Illinois for 
receivers to obtain separate orders for the do- 
ing of each specific act involving the expen- 
diture of money, This criticism, like many 
of the criticisms above referred to, 
sight of the consideration which always ad- 
dresses itself to a receiver, that he may not 
be protected unless he procures a specific or- 
der in advance of making such expenditure. 
The possibility, or even the probability, that 
an expenditure will be approved is not 
enough. The receiver is entitled to more 
than that. He is entitled to know just what 
he will be protected in doing, not what he 
may be protected in doing. An assurance 
given him by the law that he may be 
protected if the sum expended or incurred 
is very small is far too uncertain a _ prop- 
osition for him to go on, safely; for, in 
the first place, it leaves open the question, 
What is a “small sum?” and in the second 
place, leaves the approval even then to the 
discretion of the court. It is not strange, 
therefore, that a receiver would hesitate to 
make expenditures of money or to incur ob- 
ligations without first obtaining an order of 
court therefor, particularly in view of such 
further language of the Illinois courts as ap- 


loses 






















mas SA ee 


Wii eictiaiceeneimn— ean 





TRUST COMPANIES 





ong experienced 
in all phases of 


Kstate Management 
and 


Corporate Fiduciary Service 


Correspondence Invited 


THE NORTHERN 
TRUST COMPANY 


50 SOUTH LASALLE 


STREET—CHICAGO 








pears in Standish vs. Musgrove. It is only 
too easy for those who have no financial re- 
sponsibility and who, therefore. would be per- 
fectly willing to take chances. to criticize one 
who has financial and other responsibility. 
for refusing to take a chance. 


Receiver’s Retention of Counsel 

In that connection the suggestion is made 
that one who is an attorney. when appointed 
receiver, is required to contribute his skill 
and learning as such attorney in the dis- 
charge of his duties as a receiver. and is not 
entitled to insist upon retaining counsel to 
advise him in that regard. A case in New 
Jersey is offered as the sponsor for that doc- 
trine, but later cases in that state seem to 
reject that doctrine. Some cases have said 
that the court ought not to allow compensa- 
tion to a receiver for administrative and ex- 
ecutive work in the management of a receiv- 
ership estate under the heading of compensa- 
tion of counsel, or under that designation to 
allow for anything falling within the ecate- 
gory of work which the receiver himself is 
capable of performing. But the greater weight 
of authority seems to be to the effect that 
all the receiver is called upon to perform is 
such work as any ordinarily competent busi- 
ness man is presumed to be capable of per- 








forming. and that the mere fact that he is 
possessed of skill other than that possessed 
by the ordinarily competent business man 
does not require him to employ that skill in 
the performance of his duties :.s receiver. He 
may, notwithstanding, employ counsel to per- 
form such work and require the allowance of 
compensation with which to reimburse coun- 
sel thus employed by him. 


Authorizing Receiver to Repair and Perform 
Acts of Administration 

While there seems to be a dearth of au- 
thority upon this aspect of the question, cases 
appear which recognize the two types of or- 
ders, the general order and the specific order. 
A receiver who expends money or incurs ob- 
ligations under a general order ought to be 
protected. But is not this true: That a re- 
ceiver can never escape the need of showing 
the reasonable necessity of each particular 
action he takes under such a general order ; 
whereas, if he operates under a specific order 
first obtained, all inquiry into the reasonable- 
ness of the action is foreclosed by the order 
itself? The situation would seem to be an- 
alogous to that which obtains in the law 
relative to the powers of municipal corpora- 
tions. Where the exercise of police power by 
a municipality is derived under a general 
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power covering the particular subject matter 
involved, the exercise is valid or not, depend- 
ing upon its reasonableness; whereas, if the 
action is taken pursuant to a specific power, 
the question of reasonableness is not open. 
By the same token, it would seem that action 
taken by a receiver pursuant to such a gen- 
eral authorization would presumptively be 
reasonably necessary, the burden being on the 
one assailing it. 


Payment of Taxes by Receiver 


A textbook contains the statement that a 
court, in its capacity as a representative of 
the sovereignty, will direct its receiver to pay 
taxes levied upon property in his charge or 
under his control, upon proper application 
and suitable proof. By the term “proper ap- 
plication” doubtless is meant an application 
by way of intervention by the county collec- 
tor, or whoever is the collecting officer. There 
are some cases, however, that contain the 
suggestion that the court may of its own mo- 
tion and without any application by the tax 
collecting officer, order taxes paid. This con- 
clusion does not seem justified by any author- 
ities cited. Indeed, it quite overlooks the 
principle that the law has provided the only 
manner in which collection of taxes may be 
enforced, and the law being silent as to other 
methods of enforcement, such other methods 
of enforcement are not available. It would 
seem that taxes, being a paramount lien, 
should be treated like any other paramount 
lien, and a foreclosure of the subsequent lien 
should proceed (the parties being so minded) 
subject to that paramount lien, unless, indeed, 
the lienor (by tax collecting officer) comes 
in to enforce that paramount lien. 


Thus one finds that in practice, on foreclo- 
sure, the property is sometimes sold free of 
the paramount lien, and sometimes subject 
to it, as the parties foreclosing elect. In 
practice, in Illinois, a property owner can 
file objections to the application by the Coun- 
ty Collector to have real estate subjected to 
taxes. Not infrequently such objections have 
the effect of staying the collection of the tax 
until after foreclosure sale. The purchaser 
at the foreclosure sale finds the property sub- 
ject to the taxes, and necessarily pays just 
that much less for the property. Thereupon 
the owner of the equity is entitled to have 
the purchaser pay the taxes, or, at least, to 
have the property, which he then no longer 
owns, pay the taxes. A receiver would not be 
justified in paying them out of the rents. In- 
deed, there seems to be a grave question if, 
did he pay them, even under order of court, 
he would be protected. 
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The courts should not overlook that in a 
civil cause, litigated between the parties, the 
duty owed is to the parties—not to any par- 
ticular members of the public who are not 
parties to the suit, except, of course, that the 
public interest exists to have the suit decided 
impartially between the parties, according to 
law. 


Bondholders’ Committees 


The need of cooperation on the part of 
bondholders is apparent when one realizes 
that, under the law, the trustee in a trust 
deed in the nature of a mortgage is not only 
not bound to buy the property in at a foreclos- 
ure sale thereof, but is without authority to do 
so, unless expressly authorized thereto. Some 
writers on the subject prcpose that the court 
command a trustee to buy in at the fore- 
closure sale. Exponents of that idea, it is 
feared, are lacking a proper conception of 
the function of the court. The court is not 
there to act parens patriae. It is not for the 
court to shove a benefit down one’s throat, 
nolens volens. Certain language in certain 
textbooks, susceptible of such meaning, on 
serutiny will be found to have been used in- 
advisedly, and to be utterly without reliable 
authority. 

A ease in the United States Supreme Court 
is pointed to in support of that idea, but that 
ease derived authority from the bondhold- 
ers themselves, by implication, as did also the 
New York case which is also pointed to in 
that connection and in which the authority 
expressly appeared in the mortgage itself. A 
Georgia case sometimes also referred to for 
that position, will be seen to involve only 
the question whether an executor or an ad- 
ministrator can purchase at his own sale, and 
whether if he does, the sale is void or only 
voidable. the case holding it to be voidable 
only subject to be set aside at the option of 
the cestuis que trustent. 


Obligations of the Trustee 


Whatever the obligation of the trustee may 
be toward the bondholders and the mortga- 
gor if he does undertake to purchase for all 
of the bondholders at a foreclosure sale, one 
must not confuse such with the question 
whether or not the trustee shall take any af- 
firmative action in the matter of purchase at 
such foreclosure sale—whether he should buy 
property for a bondholder when he does not 
know that the bondholder wants to buy prop- 
erty with his debt. And the moment the court 
undertakes to say that a bondholder should 
buy in the property, the court is taking a 
parens-patriae attitude, a thing which has 
always been held violative of the spirit of our 
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laws and our political notion of the freedom 
of contract and disposition of property by 
an adult. It amounts to treating the adult 
just like an infant. Indeed, unless the court 
has actual jurisdiction of a bondholder, such 
action by the court would be coram non 
judice. 

And that argues the advisability of in- 
cluding authority in the trust deed to the 
trustee to perform all such acts as bond- 
holders’ committees would otherwise perform. 
Thereby the problems above noted would dis- 
appear, and the bondholders would all be 
served, for by the terms of the trust deed 
itself. the majority are to control the direc- 
tion to be taken by the trustee in that regard. 
Thereby the unfortunate experiences, follow- 
ing efforts by minority bondholders to “hold 
up” the majority by threatening “nuisance” 
litigation, as well as the efforts of certain 
lawyers to make fees through the conduct 
of such “nuisance” litigation on behalf of 
minority bondholders so minded, and the 
expense incident thereto, will be prevented. 


Qualifications of Trust Companies 

A trust company, with its equipment and 
organization, is most ideally qualified to serve 
in such capacity. Myriad duties constantly 
arise which no individual could attempt to 
discharge with any degree of economy or 
satisfaction. Under most trust deeds, and 
particularly under those where the exclusive 
right of action is in the trustee, an investi- 
gation is necessary before any foreclosure 
proceedings are started, to ascertain if a de- 
fault in fact exists. Few individual trustees 
would be disposed, even if they were 
equipped, to perform such a function. It 
entails the expense of an independent audit 
and the study of the audit when made, as 
well as the expense of contact with under- 
writing houses and with equity owners of the 
equities, to ascertain if default actually ex- 
ists. Once it is ascertained that a default 








exists, contact should be made with owners 
of the bonds or other evidences of indebted- 
ness, as the case may be, to determine if the 
remedies given by the trust deed in that event 
should be exercised, and whether all or only 
some of them be exercised. At the same time 
inquiry should be made to see what disposi- 
tion is being made of the rents and profits of 
the property. If a remedy is to be availed of; 
counsel must be selected and in the selection 
of counsel it is advisable to consult the ma- 
jority in interest of indebtedness holders. 


Problems in Assuming Active Possession 


The question of taking possession of the 
property either by the trustee itself or 
through a receiver almost always arises, and 
that necessarily requires investigation into 
the condition of the title as well as into the 
physical condition of the property. An ap- 
praisal is required to enable the trustee prop- 
erly to inform the court as to the adequacy or 
inadequacy of the security, as well as to in- 
form the trustee as to the sufficiency of the 
insurance on the property, not only fire, but 
such other common hazards as lightning, 
windstorm and public liability, and in some 
cases, plate glass as well. The appointment 
of a receiver calls for proper endorsement on 
policies of insurance, as does also foreclosure 
sale, in which case deficiency decrees furnish 
complication. 

Where the mortgage indebtedness is repre- 
sented by numerous outstanding bonds or oth- 
er evidences of indebtedness, the trustee is in- 
variably besieged with numberless inquiries, 
through all avenues of communication. An 
individual would not be equipped to handle 
such, even if so disposed. 

If the mortgage includes personal property, 
the chattel mortgage complication appears, 
and if chattels are necessarily used on the 
premises in its conduct as a going concern, as 
in the case of a hotel, questions of arrange- 
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ment to retain their use to preserve the in- 
tegrity of the security as an income produc- 
er commonly arise. 

The proceedings for foreclosure present an- 
other problem which involves study of the 
bill to foreclose, which the trustee should ex- 
amine as to the facts before it can be signed. 
The supplying of evidence to support the al- 
legations of the bill is no small part of the 
trustee’s work. 

Once the proceedings have arrived at the 
stage where sale is about to be had, it is well 
to inform the various indebtedness holders 
of the time and place of the sale to enable 
them to bid, and in that connection a corpor- 
ate trustee with the facilities at its command 
performs a valuable service in providing fa- 
cilities for meetings of bondholders and in- 
debtedness holders. Likewise, upon foreclos- 
ure sale, informing the bondholders of the 
result of such sale and of the amount allo- 
cable to each on the basis of the sale price, 
enables them intelligently to know whether to 
appear and object when application for con- 
firmation is made. 

Oftentimes the distribution of proceeds of 
sale is made by the trustee and that, of 
course, involves an organization able to 
handle such a task. In the performance of 
such functions, questions of lost and stolen 
bonds often arise and petitions and bills of 
interpleader sometimes become necessary, 


Fees 
The matter of fees has already been cov- 
ered so far as concerns the right of a cor- 
poration to collect a separate fee for each 
separate capacity in which it may act, even 
in the same cause. Generally, however, and 


with reference to the services which a trus- 
tee performs in carrying out the provisions 
of the trust deed, there are numerous items 
of service which a corporation performs, of 
inestimable value to the parties, and for 
which, of course, it is entitled to be com- 
pensated. The various items of service are 
legion. The few above noted are merely by 
way of example. Suffice it to say that the 
law recognizes the right to compensation even 
where the mortgage or trust deed contains no 
provision therefor. Unusually, however, ex- 
press provision therefor is found in the in- 
strument by which the trustee’s duties are 
imposed. 

The foregoing is offered with the thought 
that it may serve to correct a misimpression 
that is likely to result from a growth of 
what the writer fears to be a too hastily 
considered authorship which now seems to be 
rampant on the questions discussed. Ills, 
it is true, there are. A need for cure for 
them, it is also true, exists; but one should 
not cut off the entire member to cure its pain. 
One should differentiate between the right 
and the wrong, and not bellow out and stamp 
down everything because of wrongs for which 
but a few are responsible, and which are 
due to individuals and not to the system. No 
system can be perfect. Any system may 
creak at a time of wholesale collapse of 
values. And before one offers a new system 
to replace the old, he should be sure it is 
really an improvement: and that cannot be 
told by revealing the faults of the present 
and ignoring its benefits nor by parading only 
the benefits of the new without also disclos- 
ing its faults. 
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INCREASE PROFITS 





WITH MONEY SAVED 





BY USING... 





BURROUGHS TRUST _ 
MACHINES 


Trust officers today appreciate more than ever 
the profit resulting from savings effected by 
Burroughs Trust Machines. They appreciate 
today as never before the value of up-to-the- 


minute records, correct in every detail. 


Investigate today—when profit through savings 
is so important—the advantages of speed and 
accuracy in handling trust accounting at the 
lowest possible cost. Call the local Burroughs 
office—ask about Burroughs Trust Machines. 


BURROUGHS ADDING MACHINE COMPANY 
DETROIT, MICHIGAN 


Burroughs. 


ACCOUNTING SYSTEMS e ACCOUNTING MACHINES 
FOR ANY TRUST COMPANY FOR ANY TRUST SYSTEM 
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Tuts is the first published statement of 
condition of The National Bank of Detroit— 
which was established on March 24, 1933. 







As of the close of business June 30th, 1933 


RESOURCES 


Cash on Hand and Due from Other 
Banks .. . . « $ 43,867,952.62 
United States Govern- 
ment Securities . . 54,843,139.61 $98,711,092.23 





















Bonds other than U. §. Government. . 3,141,619.65 
Stock in Federal Reserve Bank. . . . 675,000.00 
_ Loans a ae ee ee ee 77,637,585.28 
"Overdrafts . . a an 11,718.80 
Accrued Interest Receivable—Net . . 887,891.75 
Customers’ Liability under Acceptances 3,540.00 
TOTAL RESOURCES. .. . . . $181,068,447.71 










LIABILITIES 


Deposits — Commercial, Bank and 

Savings. . . . . $150,360,667.39 
Public Deposits secured 

by pledge of U. 

Government Bonds: 
Treasurer — State 

of Michigan. . 1,277,998.04 

U. S. Government 3,808,245.12 

Other Public Funds 172,723.81 



















TOTAL DEPOSITS . . . . . $155,619,634.36 
Bills Payable and Rediscounts . None 
Capital, Surplus and Undivided Profits 25,207,199.05 
Reserve for Expenses and Dividends . 238,074.30 
Liability under Acceptances . ... . 3,540.00 
TOTAL LIABILITIES... . . $181,068,447.71 


The 


NATIONAL BANK 


OF DETROIT 
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CUERERRUREUCUCIRARASCASSOSOSUCUSOUSSOSRSUDSRERARERIREAPIL 


SPECULATIVE POSSIBILITIES OF LIFE INSURANCE 
PURCHASED DURING “INFLATION” 


CAN THE SPECULATIVE PURCHASE OF DOLLARS FOR FUTURE DELIVERY 
BE BEST FACILITATED BY LIFE INSURANCE 


J. H. PHILBIN 
Former General Counsel, New York Federai Reserve Bank 





(Epiror’s Nore: During the past six months, present and prospective purchasers of 
life insurance contracts have been expressing serious concern regarding two aspects of the 
“depression’’ and the methods of relief authorized by the Congress. First, is the effect on 
their contracts of “inflation” with its higher price level and second, is how far the security 
of insurance contracts has been impaired by depreciation of insurance company assets, 
particularly mortgages and rail bonds. Mr. Philbin, who was formerly Secretary and Assist- 
ant General Counsel of the Federal Reserve Bank of New York, has, in the past six years, 
placed over ten million dollars of such contracts, and here outlines some phases of these 


problems.) 


T the time this is written (July 12, 

1933) the United States dollar, in 

terms of French frances, is selling at 
a discount of about 48 per cent in foreign 
markets. The Annalist index of wholesale 
commodity prices has risen from 82.4 on 
January 1, 1933 to 103.9 on July 12—a rise 
of 21.5 points or 26 per cent. Many com- 
modities, of course, have enjoyed a rise much 
more spectacular than that of the ‘all com- 
modities” index. 

Without actually inflating the currency, or 
without having expanded credit, a purely 
psychological change brought about in antici- 
pation of these steps, has brought us frankly 
into that long-threatened era of “inflation.” 





Debts—and Fluctuations in Purchasing 
Power of the Dollar 

Early this year—in fact, up to May Ist, 
at least—there was a deal of talk about the 
debtor who had contracted a fixed-number- 
of-dollars debt in 1929, and who, this spring, 
found himself compelled to pay the remain- 
der of that fixed-dollar obligations in dollars 
of 1933. Why the talk? 

Because the fixed-number-of-dollars bor- 
rowed in 1929, in that year would have 
bought only « bushels of wheat, whereas, this 
spring, when those dollars were due to be 
paid back, that same number of dollars would 
have bought only # plus y bushels of wheat. 
Or, to take the debt out of the dollar cate- 
gory altogether, the debtor borrowed ten 
bushels of wheat and this spring found he 
had to pay back, let us say eighteen bushels 
of wheat to discharge the debt. 


Leaving out the economics and discussing 
this fact from the standpoint of social or 
political economy or even philosophy, this is 
an injustice. A borrower should not be com- 
pelled to pay back more than he borrowed. 
It is this viewpoint that has fathered all 
the proposed legislation to unburden debtors 
of their debts and readjust creditors and 
their claims. 

From the economic standpoint, the fact 
that the borrower contracted his debt when 
the purchasing power of the dollar was low 
and must now pay it when the purchasing 
power of the dollar is high, is, in the ver- 
nacular, just too bad. 

Now that inflationary price trends are 
strongly with us, it seems easily possible that 
the purchasing power of ‘the dollar will soon 
be reduced to a point where the debtor can 
again secure dollars of low purchasing power 
with which to pay his 1929 debt. His Janu- 
ary 1929 dollar had a purchasing power of 
69 cents compared to 96.2 cents on July 11, 
1933. The 1933 dollar still has 40 per cent 
more purchasing power than the January 
1929 dollar. 


Speculative Possibilities 

With the coming of “inflation,” it is once 
more in order to look at the facts and see 
if the situation of the debtor cannot be re- 
versed. Let us assume he has finally paid 
off his loan; “inflation” having restored him 
to some considerable degree of apparent pros- 
perity, what can he do to profit from the 
very situation which before worked to his 
disadvantage? Obviously, by securing an en- 
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gagement from some responsible source to 
pay him a fixed number of dollars at some 
later date which he endeavors to forecast as 
a period of deflation. 

In other words, to take his inflated, low- 
purchasing-power dollar and with it buy a 
responsible promise to deliver a fixed num- 
ber of dollars at a later date. If this later 
date on which these dollars are to be deliv- 
ered turns out to be a deflation period, such 
as we have just seen the end of, then his 
low-purchasing-power dollars of 1933-1934 
will have bought him an equal number of 
high-purchasing-power dollars of say 1940 
to 1945, assuming that we have another de- 
flationary period about that time, which this 
article does not predict that we will or will 
not have. Instead of being a debtor for a 
fixed number of high-purchasing-power dol- 
lars, he will be a creditor, and he will, in 
effect, get back eighteen bushels of wheat for 
the ten bushels with which he made his bar- 
gain in the first place, the number of bushels 
depending, of course, upon the value of the 
dollar at the time he became the creditor, 
and its value at the time his debt is dis- 
charged. 

3ut, it may be said that the fluctuations in 
the purchasing power of the dollar have not 
been great in our times and the speculative 
play which is possible under such circum- 
stances is very slight. On the contrary, the 
fluctuations in the purchasing power of the 
dollar have been anything but slight as the 
following tabulation will show. 


Purchasing Power of the Dollar 
Based on Annalist Index of Wholesale 
Commodity Prices 
1913 = $1.00 


a $0.69 
I, A Ns ore. oo 0 ovns6la wih e-dlerdiace 0.68 
es See 0.65 
IE Or MI cw 6: 0000-4 o: 0'e 6 04.0 © 0.69 
I EI 6504 Alas a vaca slaw ewweles 0.67 
Janeary 1, 1980.......... Siriaas 0.71 
a eer 0.87 
I I 6-6. 5s © bie. # dig: bob. o-0@ al 1.05 
Se rere ee 1.18 
February 28, 1933........ ei sales ahha aie 1.38 
OR Eee rr eee 1.05 
oe ere EAP 1.07 
ye ee re cove O962 


The fluctuations in the purchasing power 
of the dollar will be seen to have ranged 
from a low of 65 cents on September 1, 1928 
to $1.38 on February 28, 1933, an increase of 
112.3 per cent in five and one-half years. But 
the most spectacular move was that between 
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February 28, 1935 and May 23, 1933, when 
the dollar’s purchasing power declined 33 
cents or 24 per cent in a little over two and 
one-half months. The decline in the dollar's 
purchasing power from $1.38 on February 
28, 1933 to $0.962 on July 11, represents a 
fall of 41.8 cents or 30 per cent. 


The Speculative Purchase of Life Insurance 

Assume a more or less dramatic close- 
coupled instance of an insured purchasing 
a single premium policy in September, 1928; 
he paid his premium in 65 cent dollars; as- 
sume that it was payable in January of 1933 
—he or his designates would have received 
payment in $1.18 dollars—or dollars which 
had S81 per cent more purchasing power than 
the dollars in which he paid his premium. 

Assuming that instead of a single premium 
purchase, the insured paid premiums annu- 
ally beginning with January, 1929, he would 
have paid in dollars worth respectively: 
sixty-nine cents, seventy-one cents, eighty- 
seven cents, one dollar and _ five cents, 
or a composite dollar over the period averag- 
ing about eighty-three cents in purchasing 
power. To have paid a single premium would 
have saved him about eighteen cents on the 
dollar of premiums, but even had the pre- 
miums been paid ennually on the dates 
shown by the table, his cost or premium dol- 
lar would have averaged about eighty-three 
cents and his policy cash-up dollar would 
have been worth about $1.1S—assuming cash- 
up in January of this year—or a dollar 
worth about 42 per cent more than the aver- 
age dollar with which the premium was paid. 

Of course, the reverse is also true. Had 
the insured purchased his policy on January 
1, 1932 with dollars worth $1.05, and had the 
policy become payable say in July, 1935, the 
buying or premium dollar would have been 
worth nine cents more than the cash-up 
dollar. 

Thinking of an insurance contract as a 
long term contract for the future delivery of 
dollars, it would seem that if the purchase 
of that contract can be made during a period 
of “inflation”? such as we are undoubtedly ap- 
proaching, a period in which the purchasing 
power of the dollar is declining toward the 
sixty cent bracket, for instance, it is more 
than an even chance that the cash-up of that 
policy will be in dollars worth more than 
those in which the premium was paid. This 
is true even if the policy should be payable 
in annual installments, for instance. Taking 
the January 1st dollar values shown in the 
table above, from 1927 to 1933, these average 
out to about an eighty-four cent dollar, so 
that purchase of the contract in the sixty- 
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cent bracket, even if paid in yearly install- 
ments would have shown an average increase 
in dollar purchasing power of.20 per cent to 
30 per cent over the purchasing power of the 
premium dollar. 


The Security of Insurance Company Contracts 
Since the. banking holiday, when insurance 
commissioners, much more concerned about 
the trend of events than most of the large 
companies themselves, put their moratoria 
into effect on loans and surrenders, a fear- 
ridden populace has begun to ask: “Shouldn’t 
we inquire into the security of life insurance 
contracts, too?’ And particularly, since the 
Iowa disturbances with respect to foreclo- 
sures, and the promise of railroad consolida- 
tion, have policyholders been asking them- 
selves: “Where do the insurance companies 
stand with respect to farm and city mort- 
gages, and with respect to railroad bonds?’ 

A study made by Johnson & Higgins, gen- 
eral agents of the Prudential in New York 
covers this subject very thoroughly. Taking 
the first ten companies, having insurance in 
force of over seventy billion dollars, the farm 
mortgages average about 91% per cent of the 
companies’ total admitted assets. City and 
industrial mortgages average about 19% per 
cent of these ten companies’ total admitted 
assets, while railroad bonds average less than 
15 per cent of assets. 

Assuming, for a moment, that these ten 
companies suffer an average total loss on 
farm mortgages amounting to 20 per cent of 
their admitted value, this loss affects only 
2 per cent of their assets, not enough to seri- 
ously affect the security of the companies’ 
contracts. Here it should be said that there 
is not the slightest justification for the se- 
lection of that 20 per cent figure. It is taken 
out of the air, without any basis whatsoever. 

There is no reason to suppose that the 
insurance companies over a period will suffer 
any loss whatever on their farm mortgages. 
They are not small creditors compelled to 
take precipitate action or to foreclose and 
sell in a bottomless market. Already, in New 
York City, the real estate situation has ma- 
terially changed. Where, in February it was 
strictly a buyer’s market, in July it was a 
seller’s market—or, at least, such is the 
trend. True, prices have not yet begun to 
reflect this change strongly, but the change 
has taken place. The basic security of real 
estate is again being realized. This condition 
is spreading to the smaller communities and 
will spread to the farms—and in fact, may 
reach the farms before it does the small 
cities, due to the relief afforded by the new 
farm bill. 
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ECURITY-FIRST NATIONAL 
BANK OF LOS ANGELES 


has 124 Branches, of which 70 are in the 
City of Los Angeles, 27 in cities in Los 
Angeles county, and 26 in other counties, 
from Fresno on the north to Imperial 
Valley on the south. In most of the cities 
where we have Branches, those Branches 
are the largest and leading banks of 
their respective localities. 


The Bank’s highly developed Trust Service 
is available through every Branch. 


LONG BEA ° 

The area in- 
cluded within a SS 
radius Of 250  sanorcoo\' 
miles from Los Angeles, 
in which Security- First 
National Bank is the lar- 
gest and leading Bank, includes more than 
a half of the population, wealth, agricultur- 
al production, petroleum, shipping or port 
business, and tourist business of the State. 








Mortgage Defaults 

Therefore, the figure of 20 per cent loss on 
farm mortgages, taken from the air as an 
extreme example, should be regarded as what 
it is—a measuring stick to show that even 
in the extreme case, the most serious possible 
farm mortgage situation would not seriously 
affect the aggregate asset position of these 
companies. The defaults on city and indus- 
trial mortgages are less than one-fifth as 
many as the defaults on farm mortgages, so 
that if we are going to take a 20 per cent loss 
figure for farm mortgage loss extreme, we 
can take a figure of 5 per cent on city and 
industrial mortgages. This would result in 
a loss of less than 1 per cent of the admitted 
assets of these ten companies. 





In fact, a recent report on mortgages in 
default for certain companies shows that 
these defaults (representing non-payment of 
interest for six months or more) represent 
the following percentages of the respective 
companies’ assets: 


Mutual Tite 200i sscss 1% 

Massachusetts Mutual .. 3.75% 
Connecticut Mutual .... 3.79% 
PEUGERERT, ... 5 ccc awe ce 4.40% 


(minus) 
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Thoroughly organized to handle your Baltimore 
Banking and Fiduciary Business 
promptly and effectively 


MARYLAND TRUST COMPANY 


Main Office: N. W. Cor. Calvert and Redwood Streets 
BALTIMORE 
MEMBER FEDERAL RESERVE SYSTEM 











Only a small part of these present defaults 
will result in foreclosures; and the foreclo- 
sures will probably not eventuate in any loss 
to the companies, since they claim consis- 
lently to have made a profit on real estate 
taken over in foreclosure during past slumps. 
It is reported reliably that even in 1932, in- 
surance companies sold many million dollars 
worth of real estate at a profit to them- 
selves, 

Railroad Bonds 

In the case of rail bonds, the important 
point is whether they are senior liens. Re- 
gardless of what happens to the railroads, 
the owners of the first-mortgage bonds are 
going to own the railroad on which they hold 
the senior lien. Figures are not available 
from all the ten companies mentioned in the 
summary, but present information would 
seem to indicate that from 85 per cent to 90 
per cent of all holdings of rail bonds in the 
hands of life insurance companies are senior 
liens. It would seem safe to say that these 
first-mortgage bonds, even the worst of them, 
will not eventuate in any loss to the insur- 
ance companies, particularly since they do 
not have to sell them in a poor market, but 
can hold them indefinitely until their posi- 
tion is improved. 

Speculation Against a Single Variable 

Speculation in securities, commodities, ete., 
is essentially a guess as to the composite re- 
sult of an almost innumerable number of 
factors operating together. The purchase of 
dollars for future delivery by means of a 
life insurance contract of one kind or an- 
other is a speculation involving chiefly one 
element—the purchasing power of the dollar 
at the time of the purchase of the contract 
as compared to the dollar’s purchasing power 
at the time of the contract’s termination. 

A study of the fluctuations in the value 
of the dollar shows quite conclusively that 





if the purchase of such an insurance contract 
is made during “inflation” when the dollar's 
purchasing power is reduced, the chances are 
very largely in favor of the policyholder 
that cash-up, even if made in annual in- 
stallments, will average out to a greater 
purchasing power than that dollar with 
which the purchase of the contract was made. 


THE FRENCH REJECTION OF 


CURRENCY STABILIZATION 

The National Sphere for August, 1933, car- 
ries an interesting article with regard to the 
underlying specific cause of the failure of 
the world conference to agree on currency 
stabilization. Briefly summarized, Mr. Her- 
riot on his visit to Washington was instructed 
by cable to negotiate a stabilization agree- 
ment at all Such an agreement was 
negotiated, the terms including payment of 
the defaulted December portion of the French 
debt. These terms were satisfactory to Mr. 
Herriot but were refused by his government 
on his return to Paris and the American cur- 
rency stabilization promises dependent upon 
this naturally became invalid. 


costs. 


Then after a further default in June the 
French government attempted to force tenta- 
tive stabilization in the United States with- 
out regard to the changed domestic situation. 
Failing this, the French endeavored to blame 
the Americans entirely for the failure of the 
conference. The Sphere gathers that the 
French will not be assisted by the United 
States in working out their political problems 
on the continent. 


The First State Bank of Uvalde, Texas, 
has absorbed the Commercial National Bank 
of that city. Tully C. Garner, son to fhe 
vice-president of the United States, John C. 
yarner, is president of the First State Bank. 
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REVIEW OF MASSACHUSETTS COURT DECISIONS 
AFFECTING ADMINISTRATION OF 
ESTATES AND TRUSTS 


RULINGS ON TRUST INVESTMENT LIABILITIES, BREACHES OF TRUST 
CONTESTED WILLS, ETC. 


GUY NEWHALL 
Author of ‘‘Settlement of Estates’’ 





(Epiror’s Norte: In a lecture recently delivered by Mr. Newhall before the Corporate 
Fiduciaries Association, he reviewed Massachusetts court decisions and statutes, covering 
the period from March 1, 1932 to May 1, 1933, which relate particularly to the administra- 
tion of estates and trusts. As a matter of general interest to fiduciaries some of the more 
important cases reviewed are given herewith. The lecture in full is being printed in pamphlet 
form by the Corporate Fiduciaries Association of Boston.) 


ilE drop in the stock market over the 

past few years has, of course, created 

grave problems for trustees. The courts 
have shown a tendency to be lenient in the 
matter. In Crowell, etc. S. S. Co. vs. Crowell, 
182 N. E. 569, 575, it was held that a trustee 
is not bound to forecast the sudden drop in 
the price of a stock which he holds in a fidu- 
ciary capacity. It is a possible risk which 
he does not assume. 

In No. Adams Bank vs. Curtiss, 180 N. E. 
217, the will authorized the trustees to con- 
tinue to hold the testator’s investments and 
relieved the trustee from personal responsi- 
bility except for lack of good faith. Held, 
upon all the facts, that the trustee was not 
to be charged with the shrinkage in value 
in 1929-1930 of large blocks of General Elec- 
tric, Telephone, and other stocks formerly 
owned by the testator which the trustee con- 
tinued to hold: also that the exemption from 
personal liability applied as well to the fail- 
ure to sell securities as it did to new in- 
vestments. 

In this case the life tenant under a power 
created new trusts, with new trustees, and 
the court held that if the trustee did not un- 
reasonably delay the transfer his protection 
continued until the new trusts were set up 
and the property transferred. 


What Constitute Breaches of Trust 
In Hallett vs. Moore, 1933 A. S. 748, 751, 
the trustee allowed the owners of the prop- 
erty to continue in possession of the prop- 
erty (a new apartment house) for a consid- 
erable time before foreclosing, thinking that 
they might build up the value, and the court 


held that he had not been guilty of a failure 
to use reasonable skill, prudence, ete. 

In Couture vs. Morin, 181 N. E, 122, A gave 
a note and second mortgage to B in trust to 
sell the same, pay himself $386 owed him by 
A, and, after reimbursing himself for ex- 
penses, pay the balance to A. A assigned 
his rights to X. B received an offer of $700. 
Later he agreed to transfer the mortgage to 
X for $400, and then refused to either sell 
or transfer, but assigned it without consid- 
eration to a “straw” to foreclose. The fore- 
closure failed because of a foreclosure by the 
first mortgagee. The court held that it was 
a breach of trust and that B was liable to X 
for the $700 less the amount of indebtedness 
to B. 

In a case where new trusts were created 
under a power of appointment exercised by 
the life tenant, there was a delay of a little 
over two years from the death of the life 
tenant in September, 1928, to October, 1930, 
before the assets were finally transferred to 
the new trusts and accounts of the old trus- 
tee settled. Held, that on all the facts, con- 
sidering all problems which had to be deter- 
mined, the probate judge was justified in 
finding the delay not unreasonable. No. Ad- 
ams Bank. vs. Curtiss, 180 N. BE, 217. 


Trustee’s Personal Liability 
Several cases have arisen involving the 
personal responsibilty of trustees on notes, 
contracts, ete. Prima facie a trustee is per- 
sonally liable on his contracts, <A trust is not 
a legal entity like a corporation, which acts 
through agents, but the trustee embodies the 
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trust and the contracts are his. This is true 
even in the case of business trusts, having 
transferrable distinct from test:- 
mentary trusts, although in the case of busi- 
trusts the statute provides that the 
trust may be sued as such by creditors, In 
ordinary contracts the rule of personal lia- 
bility holds in full foree. Unless the trustee 
stipuates definitely that he is contracting as 
trustee and is not to be personally linble, he 
is liable. Knowledge on the part of the other 
party to the contract of his fiduciary posi- 
tion will not protect him. Larson vs. Sylves- 
ter, 1983 A. S. 571. This was a case involv- 
ing work and labor on property belonging to 
a building trust and ordered by the trustee. 
Ile was held personally liable. 


stock, as 


ness 


In the case of negotiable instruments, in- 
cluding mortgage notes, the rule is modified 


by statute. G. L. 107, §42, provides that 
where the instrument contains or a person 


adds to his signature words indicating that 
he signs in a representative capacity, he is 
not liable on the instrument if duly author- 
ized: but mere addition of words describ- 
ing him as an agent or as filling a represen- 
tative character, without disclosing his prin- 
cipal, will not exempt him from personal li- 
ability. In Baker vs. James, 181 N. E. 861, 
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the trustees of an ordinary real estate trust 
(containing the usual limitations of personal 
responsibility of the trustees) gave a prom- 
issory note secured by a mortgage of the 
trust property. The note described them as 
trustees under the declaration of trust but 
there was no word “trustees” following their 
signatures. The court held they were not 
personally liable on the note, because the ref- 
erence to the trust deed put the promisee on 
his notice as to their powers and limitations; 
and because of the statute, since the note 
contained ample indication that they signed 
in a representative capacity, their failure to 
add the word “trustees’” was immaterial. 
The mere use of the word “trustee” is not 
sufficient, however. In Magellen vs. Gomes, 
183 N. E. 833, property was conveyed to A 
in trust for B, ete. A gave a note secured 
by a mortgage of the trust property signing 
himself “A, Trustee,” but with no further 
description of the trust in the note, although 
the payee knew of the trust and A had re- 
fused to sign except as trustee. The trust 
gave him a power to mortgage. The court 
held A personally liable, on the ground that 
the note contained no stipulation exempting 
him from liability or any statement as to his 
representative capacity in signing. 


Wills and Will Contests 

The danger inherent in a will executed on 
several sheets of paper was illustrated in 
Hogan ‘vs. Whittemore, 180 N. E. 526. The 
will was on four sheets, each signed by the 
testator and all fastened in a cover. The 
contestant claimed that sheet 3 had been re- 
moved and another one substituted, with a 
forged signature. The court held, however, 
on all the evidence that the whole will was 
genuine. (A somewhat similar case with 
the same decision was Preston vs. Peck, 180 
N. E. 671.) 

In the foregoing case one of the witnesses 
testified that she did not see the testator’s 
signature, but this was offset by the testi- 
mony of the other two witnesses to the effect 
that the testator signed in the presence of all 
three. 

The testator’s knowledge of the contents 
of the will was held to be sufficiently proven, 
where it appeared that the attorney gave her 
a draft which she read and approved, and 
that he then prepared a final copy without 
any change and that she looked this over 
from page to page before signing. Hogan 
vs. Whittemore, supra. 

The necessity of independent advice in the 
making of a will was well illustrated in the 
ease of Bessom vs. Bayrd, 184 N. E. 370. 
The will was contested on the ground of un- 
due influence of the executor, who was the 




















TRUST COMPANIES 





155 











Complete facilities 


in all branches of 


TRUST SERVICE 


Ciry NATIONAL BANK 
AND TRUST COMPANY of Chicago 


208 SOUTH LA SALLE STREET 




















chief beneficiary. The testatrix was eighty- 
two years old and the executor was her con- 
fidential business adviser. The will was pre- 
pared by an attorney selected by the executor 
and executed at the bank where the executor 
was employed. She had no conference with 
the attorney and no independent advice. It 
was held that the case presented proper 
questions for a jury trial. 
General and Specific Legacies 

Several interesting questions have arisen 
during the past year involving specific and 
general legacies. In Fall River Nat’l Bank 
vs. Estes, 181 N. E. 242, the will contained 
a bequest of fifteen shares of stock in the 
X Co. The testator did not own any stock 
in that company when he made his will. 
Held, that it was a general legacy, and ac- 
cordingly it was the duty of the executor to 
purchase the stock in order to carry out the 
bequest. 

In First Natl’ Bank vs. Union Hospital, 
1932 A. S, 1965, the testator, having depos- 
ited with the Bank certificates for 10,000 
shares of Woolworth Co. stock, of which he 
owned 59,000 shares at the time, directed in 
his will that the bank should hold this stock 
in trust for certain charities. This was held 
to be clearly a specific bequest. 


In the eighth clause of the same _ will, 
however, the testator devised certain real 


estate and bequeathed 20,000 shares of Wool- 
worth Co. stock to trustees upon certain 
trusts. There were no words indicating that 
any particular stock was intended, and the 
legacy was held to be general, not specific. 
First Nat'l Bank vs. Chariton, 1932 A. S. 1973. 
The question of stock split-ups, i.e, in- 
creased shares, with a corresponding reduc- 
tion in the par value, was presented by all 
three of the foregoing cases. In the Estes 
case the stock was split five for one after 
the testator’s death. It was held that the 
legatee was entitled to receive seventy-five 
shares of the new stock instead of fifteen 
shares of the old. In the Charlton cases the 
stock was split two and one-half for one 
before the testator’s death. In the first 
Charlton case, where the legacy was _ spe- 
cific, it was held that the specific legacy car- 
ried the split-up, and the trustees received 
25,000 shares instead of 10,000. In the sec- 
ond Charlton case, however, where the legacy 
was general, the trustees received only 20,000 
shars of the new stock, although this repre- 
sented a reduction by two and one-half times 
in the par value. 
The two Charlton 
question of stock 


vases also raised the 
dividends. Besides the 
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split-up, there was a 50 per cent stock divi- 
dend declared before the testator’s death. 
In the second case, of course, after it was 
decided that the legacy was general rather 
than specific, there was no real question. <A 
general legacy of stock would not carry a 
stock dividend any more than a stock split- 
up. In the first Charlton case, however, the 
question was whether or not a specific legacy 
of stock would carry a stock dividend, znd 
the court finally held that it would not. 
Life Estates With Power to Dispose 

Theoretically the court is not influenced in 
the construction of a will by the legal re- 
sults following. the particular construction 
adopted. Practically, however, there are cer- 
tain matters wherein the courts are influ- 
enced. Thus if property is given to A abso- 
lutely, with a gift over to B of What is left 
on A’s death, B’s gift is void. If. however, 
A is given a life estate with a power to dis- 
pose of the whole, with a gift over to B of 
what is left, B’s gift is good (if there is 
anything left). In most home-made wills 
and some lawyers’ wills, it is difficult to 
determine into which class the legacy falls. 
Thus in Bramley vs. White, 183 N. EB. 761, 
the testator bequeathed all he had to his 
wife, what remained on her death to be di- 
vided equally among his three children. The 
court held, upon consideration of the whole 
will, that the wife took a life estate With a 
power of disposition, so that the gift over 
was good. 

Vested and Contingent Interests 

As between vested and contingent inter- 
ests, the court leans to the construction of 
vested, particularly in the case of direct is- 
sue of the testator. Thus where a trust fund 
was created to pay the income to the testa- 
tor’s three children for their lives and then 
to their issue until twenty years after the 
death of the survivor of the children, the 
shares of any issue who died to go to the 
others, and at the end of twenty years to 
terminate the trust and distribute among 
the issue by right of representation, the 
court held that the issue took vested inter- 
ests as rapidly as they were born, subject 
to open up and let others in and subject to 
be divested if they died before the trust ter- 
minated. Comm’r vs, Alford, 184 N. E. 437. 


Compensation 
An agreement between an executor and the 
sole legatee for extra compensation must be 
founded upon some consideration other than 
the performance of his duties. In Taylor vs. 
Trefrey, 1933 A. S. 783, with an inventory of 
$353,657, the executor charged $15,000 by 


agreement with the widow, which was al- 
lowed without dispute; and $20,000 addition- 
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al as per special agreement, which was dis- 
puted and disallowed. The special agreement 
relied on consisted of an oral approval by 
the widow of the extra charge and two un- 
sealed papers signed by her, in one of which 
she assented to the charge, while in the other 
she agreed to pay it. The assets consisted 
mostly of stock in a private corporation, 
Which the widow insisted should be sold. 
The executor did not have much to do with 
the sale, that being handled by brokers. The 
court held that there was no consideration 
for the agreement. The executor owed a 
duty to sell the stock in return for such 
compensation as the court might allow. and 
the widow’s anxiety to sell the stock Was no 
consideration for a promise to pay extra com- 
pensation or justification for asking it. What 
Was reasonable compensation for the execu- 
tor’s services was for the probate court to 
determine. 
Accounts 

A payment or transfer by a fiduciary to 
himself as fiduciary in another capacity is 
not complete until his account showing the 
transfer has been allowed by the court, This 
doctrine received a striking illustration in 
Brackett vs. Fuller, 180 N. E. 604. A was 
appointed special administrator of the estate 
of X pending a will contest, and after the al- 
lowance of the will became executor. He 
misappropriated the funds, partly before he 
became executor and partly afterwards. 
When he became executor he had the bank 
accounts changed into his name as executor. 
His account as special administrator, though 
prepared when the will was allowed, was not 
filed until after his death. The court held 
the transfer was not complete and he con- 
tinued liable as special administrator until 
his account was allowed. 

In the same case it was held that although 
under the statute the probate court can au- 
thorize a special administrator to make pay- 
ments, without notice, nevertheless parties 
interested may object to such payments in 
a hearing on the account if no notice was 
in fact given. 

An equitable fee descends to the heirs or 
devisees like a legal fee, and the executor or 
administrator has no more duties in respect 
to accounting for it ‘than in the case of a 
legal fee. (Cook vs. Howe. 182 N. E. 581. 
Notwithstanding this rule, the court held, 
in the above case, that where the executor 
held the legal title to real estate which in 
equity belonged to the decedent, and claiming 


_ to own it himself sold it to a bona fide pur- 


chaser, he could, if all parties were before 
the court and desired it, be compelled to ac- 
count for the proceeds of the real estate. 
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reach 


Teletypewriter Service is nation-wide. A mes- 
sage typed in San Francisco can be simultane- 
ously received on teletypewriters in New York, 
Chicago, Dallas, or any other distant city. 

Typing by wire assures utmost speed, accuracy, 
and privacy. That is why both financial and indus- 
trial organizations in many parts of the country 
are using Teletypewriter Exchange Service. 

Connections are made by a teletypewriter 
“Central”. Communication is two-way — the mes- 
sage can be sent and the answer received on the 
same connection. The service can also be given 
on a private line basis which affords = 
continuous connections between fixed 
points for periods of one or more hours. 
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MAINTAINING STANDARDS OF TRUST PERSONNEL 
AND SERVICE 


ESSENCE OF SUCCESSFUL PERFORMANCE LIES IN QUALITY 
OF MANAGEMENT 


WILLIAM H. STACKEL 
Vice-president and Trust Officer, Security Trust Company of Rochester, New York 








(Epiror’s Note: One of the basic requirements in fostering the sound development of 
trust service by the corporate fiduciary is the maintenance of a thoroughly trained and experi- 
enced staff both for administrative functions and the details of operation. In the following 
article Mr. Stackel calls attention to the new responsibilities with which trust departments 
are faced, brought on by changes in laws, in investment problems and in restoration of public 
confidence toward banking and trust institutions.) 


HERE has never before in the history 

of the corporate fiduciary been a time 

when consummate skill and experience 
were so necessary to the proper performance 
of trust services as the present. Changing 
conditions of economic welfare have given 
rise to new and unusual problems in the field 
of trusteeship as in every other sphere of 
activity. Recent economic and legislative 
changes have brought problems involving the 
investments of trust funds that constitute a 
new experience for the comparatively young 
institution of trust service; laws affecting 
property rights, succession and procedure 
and difficulties of taxation call, as never be- 
fore, for experience and maturity of judg- 
ment. Tendencies have appeared to reduce 
the essential quality of trust service and to 
rely on inadequate or inexperienced person- 
nel. No institution with any thought for 
their future welfare can afford these risks, 
particularly at a time of unstable public con- 
fidence. 

The trust department, considered as an 
integral part of a banking institution, and 
with its broad community contacts, must con- 
tinue not only to maintain but also to im- 
prove the type of personnel that will inspire 
confidence. This suggests not merely the 
retention of an experienced personnel in the 
trust department, but also, where additions 
or substitutions are to be made in the organi- 
zation, that qualifications be carefully con- 
sidered, as the customer or beneficiary is 
quick to sense the application of the know- 
ing touch to his problems. Their respect 
miust not be lost through errors committed 


by inexperienced management or through 
lack of sympathetic understanding and di- 
plomacy. Every trust department, like every 
bank, is in many ways its brother’s keeper 
and the client who has received unsatisfac- 
tory service from some trust employee, cen- 
sures other trust companies in the light of 
that incident. Success in the trust field is 
a matter of the right combination of quali- 
ties and technical training in a wide variety 
of subjects. Questions relating to legal in- 
struments, multiform taxes, investment analy- 
sis, insurance and real estate come within 
the purview of the trust officer and put to 
the test his knowledge, alertness and judg- 
ment. And with this business acumen there 
must be combined an adaptability in han- 
dling the delicate situations which call into 
play the human impulses. Proper blending 
of the technical and practical are inculeated 
through the execution of multitudes of trans- 
actions, 

Competition has assumed new angles and 
business now on the books is fraught with new 
difficulties, and here it should be remembered 
that a mistake may not come to light for 
years. <A qualified personnel is essential to 
protect the bank and beneficiaries of the 
trust department from excess liability such 
as in the following cases: Where a trust 
company, acting as trustee under a will, per- 
mits estate funds to remain uninvested over 
long periods of time, mingles such funds with 
its general banking assets and uses them 
in its regular banking business without giv- 
ing security for them until the company be- 
comes insolvent, the directors will be _ per- 
sonally liable for the amount of the loss. 
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One of the oldest Trust Companies in the United States 


Again, a bank purchased bonds of a corpora- 


tion secured by deed of trust and second 
mortgage on vacant lots. The bank was 


trustee under this mortgage and also sales 
agent for the bonds, receiving commission of 
$320 on the sale. The company defaulted 
on the bonds and the court held the bank 
liable for the amount of the investment. 

Earnings of the trust department have 
been a welcome and stabilizing contribution 
to the income of many banks; through good 
times and bad, trust income is comparatively 
steady and grows more and more valuable 
as prospective business becomes operative. 
It is therefore well to differentiate trust as 
against total bank earnings, for the develop- 
ment of trust business and the securing of 
an adequate return for service rendered will, 
in future, require all the skill that can be 
brought to bear, and no institution should 
enter upon or continue in the trust business 
unless prepared to pay the price with an ex- 
perienced, well-rounded organization. 

The permanence and expert management 
of the corporate trustee have long been her- 
alded before the public, and now that the 
time has come when it can be of greatest 





COMPANIES 





Fiduciary Service 
in New York State 


With nearly three-quarters of a cen- 
tury of continuous fiduciary experi- 
ence in New York State, we are glad 
to extend to banks and trust com- 
panies in other states full co-opera- 
tion in the handling of estate and 
trust problems of their clients re- 
quiring special attention in thisstate. 
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service in protecting the interests of bene- 
ficiaries who rely on these promises, recog- 
nition of the true concept of the fiduciary 
relation will go far toward the rebuilding of 
public faith, if “promise is squared with per- 
formance.” 
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A NEW FORM OF PREFERRED DEPOSITS 


State banking officials of Oklahoma are 
considerably puzzled over the proper pro- 


cedure in connection with the closing of the 
American Exchange Bank of Shidler, whose 
secured public accounts are estimated to be 
short about $100,000. With $18,000 borrowed 
from the Reconstruction Finance Corpora- 
tion, $10,000 borrowed from the bank’s city 
correspondent and all possible currency 
called from exchanges, John Casselman, ex- 
ecutive head of the bank, paid off depositors 
according to his own sense of justice. Upon 
realizing the imminence of closing, and de- 
siring that unsecured small depositors should 
not suffer at the expense of secured deposi- 
tors, he closed out the former accounts by 
letters enclosed with the deposit balance in 
cash, then called the Banking Department to 
take over the bank. 




















CHINA OFFERS FERTILE FIELD FOR MODERN TRUST 
SERVICE 


PROGRESS AND PROBLEMS OF THE PIONEER TRUST COMPANY IN 
THE ORIENT 


WILLIAM B. RICE 
Assistant Secretary, Raven Trust Company, Shanghai, China 








(Epiror’s Nore: While social, legal and currency problems peculiar to China offer 
numerous obstacles to the introduction of modern trust company service in the Orient, the 
following article is most illuminating in showing that trust service is not only an actuality 


in China but bears promise of exceptional development. 


Mr. Rice presents an interesting 


picture of Chinese customs, financial, investment and other aspects as related to the operation 
of trust business. It is noteworthy that the Chinese Government is now at work on a modern 
code of law to govern trusts and that active educational campaigns are being conducted in 
that country to familiarize the people with the advantages of corporate trusteeship. An 
insight into the rather unusual conditions in Shanghai should be of interest to trust men 


in America.) 


VERY pioneer must face and _ solve 
unique and often difficult problems, 
and the feeling of constructive achieve- 
ment which comes of conquering a _ virgin 
field is its own reward. This is but one of 
the compensations of the Raven Trust Com- 
pany’s two years’ work in introducing the 
modern trust company into a land where, 


though geographical frontiers have long 
passed away, the financial and industrial 


frontiers are just ahead. 

The Raven Trust Company was organized 
by its president, F. J. Raven, in 1914, and 
in the first twelve vears of its existence gave 
birth to a number of affiliated companies 
which now provide complete facilities for 
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active trust work in the fields of real estate, 
banking and investment. Today the com- 
bined assets of the group amount to more 
than $50,000,000 (Chinese Currency). It was 
not until the latter part of 1930, however, 
that the time seemed ripe to introduce active 
trusteeship here. 

At first sight it might seem an unprofitable 
field, for most people in the United States 
think of China as a land of poverty. Although 
that is partially true, yet Shanghai contains 
many Chinese millionaires as well as Ameri- 
cans and Europeans of wealth and standing, 
each of whom is a prospective client. The 
main reasons why trust services do appeal 
especially to this wealthy class in Shanghai 
are the transient nature of a large part of 
the population and the unsettled political con- 
ditions elsewhere in China. These are strong 
arguments for the establishment of perma- 
nency in personal finances, such as a trust 
fund represents. There is, moreover, no real 
competition to an up-to-date trust company 
in this whole region. 


Obstacles to Introduction of Trust 
Service 

In spite of the richness of the field there 
are many difficulties. Probably China of all 
countries presents the greatest obstacles to 
the introduction of modern trusteeship. Our 
object is of course not to destroy the proud 
and ancient civilization of this land, but to 
add to it some of the finest aspects of our 
own Civilization in order to aid China in 
adapting herself to the new order of things 
which is rapidly coming in the Far East. We 
believe trust men in the United States will 
be interested in knowing how our company 
has attacked these problems in the Orient. 

The fundamental problem which we have 
had to meet is in the social structure itself. 
It is often said that the family is the social 
unit in China—but a family here is more 
nearly what we mean by a clan. There are 
whole towns where every inhabitant bears 
the same name; the head of the House of 
Wang will be the patriarchal but autocratie 
ruler of the village of Wang, and by unwrit- 
ten law the trustee for the entire family 
property. An_ industrial society—toward 
which China is rapidly trending—is an indie 
vidualistic order, and the easy-going “rule of 
the elder’ is not adapted to it. It is right 
here that, by introducing trusteeship, the 
Raven Trust Company can bring to this re- 
construction of a culture one of the highest 
visions of the West, and one which can go 
far toward building new values while pre- 
serving the old. 
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Proposed Law of Trusts in China 

Of course, there is no law of trusteeship 
and no place for it in the ancient legal tra- 
dition which has been China’s law. Equi- 
table ownership as distinguished from legal 
ownership is not known or recognized in Chi- 
nese law, so there is no law of trusts. How- 
ever, the government codifiers who are at 
present working in other fields will soon be 
working on a law of trusts. As beneficial 
ownership and courts of equity are unknown 
in either theory or practice most Chinese 
hesitate to confide the details of their per- 
sonal matters to an outsider. ‘This is illus- 
trated by the fact that until recently even 
written wills were very rare. When any 
member of the family died, his property was 
distributed by the family caucus, as much 
as possible in accordance with his last oral 
wishes. 

That the fundamental legal conceptions of 
the East, however, can be adapted to trus- 
teeship is shown by the fact that for many 
years Japan has had a trust law based large- 
ly upon that of America. The Chinese Goy- 
ernment is rapidly moulding the old laws of 
China to meet new conditions, and in this 
process one of the first essentials is an ade- 
quate trust law. In this work Dr. Robert T. 
Huang, the American-trained lawyer who 
heads our Chinese Department, is taking a 
leading réle. The Chinese have far yet to 
go before their legal system is thoroughly in 
order, but the recent publication of a crim- 
inal and civil code shows that they realize 
the importance of this problem and are mak- 
ing good headway in solving it. 

The presence of extraterritoriality in Shan- 
ghai further complicates the legal situation. 
Under treaties made with China by most of 
the nations of the world, foreign citizens 
dwelling in “port cities” such as Shanghai 
are subject to the jurisdiction of their own 
laws. That is, Americans can be sued only 
in the American Court: British in the British 
Court; and so on. We find that as adminis- 
trators and executors, we must be thoroughly 
familiar with the probate procedures of a great 
many countries; for our clients include in 
their number Chinese, Americans, British, 
French, Germans, Russians, Italians, Czecho- 
Slovakians and Portuguese. There sometimes 
arise conflicts of nationalities which create 
some of the most delicate and complicated 
problems with which we have to deal. 


Educational Plans and Language Problems 

The language problem has also demanded 
a great deal of our attention. Chinese is pe- 
culiarly difficult for Westerners to master 
since it is ideographic instead of alphabetic, 
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and the many dialects only add to the dif- 
ficulties; so we have organized a separate 
department to solicit and handle Chinese 
business. When a Chinese account comes in 
a translation is made of all securities and 
insurance policies, and they are recorded in 
English. The agreement and other legal pa- 
pers are drawn up under the laws of the 
District of Columbia (since we are a China 
Trade Act corporation) and, if desired, a 
certified translation in Chinese is given the 
trustor. 

We have adapted a good deal of our for- 
eign advertising to the Chinese psychology 
by paraphrasing rather than translating it 
for publication in the two leading Chinese 
newspapers, and by publishing bi-lingual edi- 
tions of our booklets. The readers of the 
Advertising Bulletin of the A. B. A. Trust 
Division for March, 1933, may have noticed 
a little story and some illustrations of our 
work along this line. tesults of a year’s 
work by the Chinese Department have al- 
ready become evident in a steadily inecreas- 
ing number of Chinese accounts; and we 
realize that though the field is rich indeed, 
much sowing of the seed must first be done, 
especially through personal contacts and per- 
sistent effort. 

In the midst of these difficulties the mod- 
ern Chinese banks see clearly the future of 
trust business and are making large scale 
preparations for it. Almost all of them have 
trust departments but because of the legal 
difficulties and the newness of the idea, they 
have as yet accepted only real estate and 
agency accounts, though all are pushing edu- 
cational plans to the utmost. So far as we 
know, no other foreign bank is planning to 
enter this field; the Raven Trust Company 
is therefore the first to offer full trust serv- 
ices in China. 

Difficulties Attending Currency Fluctuations 

Modern banking has swept the country but 
the currency is still medieval. Big money. 


small money, dollars and taels of many va- 
rieties create situations that are very trou 
hblesome. AS an example, if I wish to pay 
import duty in Shanghai dollars on goods im- 
ported from England, four distinct exchange 
transactions are involved: Pounds Sterling 
to Customs Gold Units; Customs Gold Units 
to Customs Taels; Customs Taels to Shan- 
ghai Taels; *Shanghai Taels to Shanghai . 
Dollars. 

Furthermore, every port city and almost 
every province has its own dollar and tael, 
all of which fluctuate, at times very widely. 
The table below is illustrative: 10 cents “big 
money,” 1/10 of $1.00; 10 cents “small 
money,” 1/11 to 1/13 of $1.00; 1 copper cent, 
1/240 to 1/290 of $1.00; 1 Shanghai Tael, 
Shanghai $1.30 to $1.40. 

From the accounting point of view this 
situation raises almost insuperable difficul- 
ties, though our work is facilitated by mod- 
ern machines and a carefully planned system. 
We have artificially simplified our account- 
ing records till they are kept in only three 
currencies—Shanghai dollars, taels and geld 
dollars; even then we have to keep three 
separate sets of books, make frequent ex- 
changes between the different currencies, and 
present our clients with a statement for each 
kind of money he has with us. This has 
made it impossible for us to render separate 
principal and income accounts, because that 
would involve six sheets of paper for each 
statement given to a client—and many peo- 
ple are confused with even three. We have 
solved this problem, at least in part, by hav- 
ing on our statement a column for cash and 
a column for securities; the cash column may 
be likened to an income account. As a mat- 
ter of investment policy, also, we must keep 
constant watch on the fluctuations between 





*As this paper is being written, the Chinese 
Government is proceeding with the gradual 
abolition of the Tael—a much needed simplifi- 
cation, 
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these different currencies and make adjust- 
ments between them for our clients when it 
seems wise to do so. 


Accounting and Organization Methods 

To get a complete picture of any large 
trust or an analysis of our entire trust busi- 
ness is an almost augean task under the cir- 
cumstances. It involves conversion of all 
accounts into a common denominator (usu- 
ally Shanghai dollars) while at the same 
time accounts in each currency must be con- 
sidered not only individually but as a part 
of the whole. From both administrative and 
clerical viewpoints new problems arise al- 
most daily which we are solving by applying 
our increasing fund of experience to each 
question as it comes. 


We have followed the same principle in 
planning our internal organization. Facing 
so many unusual conditions we have not al- 
Ways been able to follow the precedents set 
by trust companies in America. We have 
found the use of visible line cards especially 
convenient and have installed a detailed but 
compact system which gives at a glance the 
information about each trust necessary for 
administrative attention. At the same time, 
by utilizing the services of our affiliated com- 
panies we have avoided the necessity of oper- 
ating real estate, banking and statistical de- 
partments. 


Our affiliates have also given us the ad- 
vantage of their experience and advice in 
dealing with the investment problems which 
we constantly face. In spite of the large vol- 
ume of business turnover in Shanghai, the 
investment field is very limited. Speculative 
opportunities are numerous, but legal trust 
investments are restricted to certain muni- 
cipal and public utility bonds, and a few pre- 
ferred stocks in sound banks and industries. 
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High Yield on Investments in China 

On the other hand even the most conserva- 
tive investments offer very satisfactory re- 
turns—from 6 per cent to 8 per cent at pres- 
ent market prices. The municipal debentures, 
as an example, offer 6 per cent or 7 per cent 
and sell at prices ranging from 100 to 107. 
The lowest yielding security yet offered the 
Shanghai public is a recent issue of Shanghai 
Power Company 5% per cent debentures, sell- 
ing at around 96. Even this offers a higher 
return than is expected in America from in- 
vestments of a similar type. 

Probably this tendency toward a high yield 
is due to the influence of the Chinese banks, 
where a loan costs from 10 per cent to 20 
per cent per annum, and where, in addition 
to adequate security, a guarantor is re- 
quired. In the interior of China rates are 
even higher, often as much as 5 per cent per 
month, payable monthly in advance! One of 
our clients recently brought to us, as a part 
of his estate, a fixed deposit of an interior 
Chinese bank which paid him interest at 
10% per cent a year, compounded. Chinese 
Government bonds are in the same cli 
high-yield, speculative group of securities, 
some of which have lottery features attached. 





It will thus be seen that our trust estate 
management committee which gives final 


authorization for all trust investments, is 
faced with the difficult task of selecting from 
a very limited field investments of sufficient 
variety to satisfy all the needs of our trust 
clients, while keeping in mind the necessity 
for particular care in safeguarding the prin- 
cipal of their estates amid the rapidly chang- 
ing political and economic conditions in 
Shanghai. 


Satisfactory Growth 
working toward the 
educational, fi- 


While we have been 
solution of these social, legal, 
nancial and investment problems, our trust 
business has shown a gratifying growth in 
the two years since our active work began. 
From April, 1931 to April, 1933 an increase 
of Shanghai $5,832,596 is shown on our books, 
the total now being $7,242,363 (almost United 
States $2,000,000) held in 374 trusts. This, of 
course, is just the beginning. With the more 
progressive Chinese banks cooperating with 
us in a widespread educational campaign, 
and with a carefully thought-out trust law 
already under consideration by the Govern- 
ment, we feel that corporate trusteeship has 
a real place in the China of the future. To 
this end we welcome the efforts of our Chi- 
nese co-workers as well as the suggestions 
of internationally minded trust men in 
America. 
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EFFECTS OF HOME LOAN ACT ON BANK PORTFOLIOS 


The advantage trust companies and banks 
will derive from the Home Owners Loan 
Act, as in the case of the similar measure 
extending relief along the same line to farm 
mortgagors—the Emergency Farm Mortgage 
Act—will be the opportunity it will afford 
to them of eliminating from portfolios many 
mortgages which have become delinquent 

The primary function of the new Home 
Owners Loan Corporation is to negotiate 
with the mortgagors and mortgagees for the 
exchange of the corporation’s bonds, on 
which 4 per cent interest is guaranteed by 
the Federal Government, for mortgages on a 
basis not in excess of 80 per cent of the 
appraised value of the property or $14,000, 
whichever smaller. The mortgages subject 
to such refinancing, at a rate of 5 per cent, 
must be on property used by the owner as 
a home or held by him as his homestead 
and appraised for not more than $20,000. 
The corporation may also buy for cash mort- 
gages on homes at a price not in excess of 
50 per cent of appraised value. These mort- 
gages bear interest at 6 per cent, and both 
classes are to be amortized over fifteen years. 
The effect of this measure upon bank port- 





folios is likely to be felt only where the 
mortgage held by the bank is delinquent. 
The bank will have to write down the capi- 
tal invested in the mortgage, but by as- 
senting to an exchange it will secure a cer- 
tain, although lower, tax exempt, income. In 
view of the fact that bonds of the corpora- 
tion must be accepted by the corporation at 
par in payment of debts, it is probable that 
there will be a market wider than that 
enjoyed by ordinary mortgages. If a mort- 
gage has been kept in good standing with 
little likelihood of default, there is no in- 
centive to compel the bank to exchange. 

To the borrower facing default real relief 
is provided where the mortgagee agrees to 
an exchange. However, in spite of the fact 
that $2,000,000,000 of bonds may be issued 
by the Home Owners Loan Corporation, it 
would be a mistake to assume that relief will 
be general to the whole body of mortgagors. 
It is intended for those in distress and will 
probably affect few who are not in such a 
situation. 


A. R. Bennett has joined the Fidelity Bank, 
Durham, No. Car., as assistant trust officer. 
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ESTATE PLANNING AS AFFECTED BY LEGAL 
CONSIDERATIONS 


PROVISIONS AND SAFEGUARDS WITH WHICH TRUST OFFICERS 
SHOULD BE FAMILIAR 


CHARLES F. GORE 
Assistant Trust Officer, The First Huntington National Bank, Huntington, West Virginia 





(Epiror’s Note: The attorney who is skilled in the drafting of wills and trust instru- 
ments recognizes the advantage to prospective testaiors and trustors in availing himself of the 
practical experience of the trust officer as regards actual administration. On the other hand, 
it is equally if not more important, for the trust officer to be familiar with legal requirements, 
safeguarding provisions and contingencies to be met. Estate-planning of the most approved 
character implies unreserved cooperation between legal counsel and trust officers. Mr. Gore 
deals with legal considerations which make for sound wills and efficient administration 


of trusts.) 


HILE it is the function of the at- 

torney to acquaint himself with the 

legal principles affecting a testator’s 
proposed plan of distribution and to ineor- 
porate in the will such provisions as will se- 
cure such plan, yet, the trust officer must 
know the barriers and limitations beyond 
which a testator may not project his wishes 
if the officer is to be successful in his sales 
efforts and of greater usefulness to his client. 
Estate planning is affected so directly by cer- 
tain legal principles that these principles 
must be kept always in mind lest a violation 
occur and the plan be defeated in one par- 
ticular or another. 

It is the privilege of the testator to state 
simply, his objective for his family and what 
he wishes his estate to accomplish: then the 
trust officer sets about to find a plan that 
will accomplish the desired result, while the 
attorney reduces the plan to writing, usually 
in the form of a will. The problem of the 
trust officer is one mixed with law and busi- 
ness management, Just what plan the trust 
officer will advise the testator to adopt in 
the best interests of his estate may depend 
largely upon the law applicable as well as 
upon practical considerations. So it is that 
a recognition of certain principles of law 
affecting estate planning is inescapable. 
These principles have in a large measure, 
grown out of and relate to wills and trusts. 
Some observations as to will construction 
and applicable principles should therefore 
prove to be helpful. 


Provision to Facilitate Administration 

In the ease of a simple will containing 
outright gifts with no trust provisions the 
matter of estate planning plays little or no 
part, so the trust officer is therefore little 
concerned in the matter of planning in that 
case. However, the corporate fiduciary’s 
services can be profitably employed as ex- 
ecutor and as such the trust officer is in- 
terested in seeing such provisions incorpo- 
rated in the will as tend to facilitate its 
proper and economical execution, 

Some of the provisions which the trust 
officer should suggest to the testator from 
the standpoint of practical administration 
may be enumerated as follows: First, the 
testator should be advised to incorporate in 
the clause dealing with the payment of debts, 
that the executor be allowed to settle claims 
owing by the estate. in kind as well as in 
sash, if to do so would be in the best inter- 
ests of the estate, and to defer payment of 
claims owing by the estate and settle the 
same upon such basis as will best serve the 
interests of the estate and at the same time 
be acceptable to creditors of the estate. 

Second, the testator should be advised to 
dispose of all household furniture, paintings, 
bric-a-brac, automobile or automobiles, to- 
gether with personal effects of any value, to 
specific legatees and thus avoid the necessity 
of sale by the executor in those cases wherein 
a division in kind cannot be made. Third, 
proper provisions should be made to allow 
the successor to a merged corporate executor 
to succeed to the appointment of executor. 
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Granting Appropriate Powers to Executor 

Fourth, the executor should be empowered 
to advance such sums of money in the case 
of a need thereof, to the beneficiaries of the 
estate as in the executor’s discretion may 
be required for the support and maintenance 
of the beneficiaries while the estate is in 
process of administration and before the day 
of final settlement, provided, however, the 
estate is solvent. Fifth, the executor should 
be empowered to make any sale which may 
become necessary in the execution of the will, 
by private contract as well as at public auc- 
tion, and to compound, compromise, and oth- 
erwise settle and adjust any claim or claims 
against the estate, and to execute such docu- 
ments as may be proper and pertinent to a 
complete administration of the estate. Sixth, 
the executor should be empowered to retain 
such investments as come to it, in the estate, 
until such time as it may be required to 
convert in order to prevent a substantial loss 
to the estate and without liability on the 
part of the executor so long as the executor 
acts in good faith. 

There would seem to be no necessity for a 
provision relative to investments to be made 
by an executor in states such as West Vir- 
ginia, as our statutory law in force since 
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January 1, 1931, provides a way for final and 
conclusive settlement of every estate within 
one year, which if done, no duty devolves 
on the executor to invest. However, if be- 
cause of the peculiar circumstances of a 
particular estate a considerable length of 
time would be required to administer its 
assets, a provision for investments by the 
executor should be made. In the event the 
testator appoints a co-executor to act with 
a corporate executor there should be specific 
provisions as to the fee to be received by 
the corporate executor and exoneration from 
liability for wrongful acts of the personal 
executor. 


Incorporation of Trust Provisions 

Let us turn next to a will containing a 
trust. While drafting a simple will requires 
considerable skill and care, the incorporation 
of trust provisions multiplies the possibility of 
error many times, offering pitfalls from which 
even the most learned legal minds sometimes 
fail to escape. The provisions of a trust may, 
for the purpose of this discussion, be classi- 
fied as follows: first, those guaranteeing 
the legal validity of the trust, usually for- 
mal; second, those relating to practical con- 
tingencies and facilitating the execution of 
the trust: third, those suggested by the tes- 
tator himself as a result of some notion or 
fancy or growing out of his particular plan. 

Those falling within the first class come 
more within the province of the attorney 
drafting the instrument and inelude such 
provisions as relate to the commencement, 
duration and termination of the trust, de- 
scription of property, designation of benefi- 
ciaries, contingenies of death both probable 
and possible, clause relating to interpreta- 
tion, construction and challenge of will by 
beneficiary together with such other formal 
matters as the circumstances of the particu- 
lar case may suggest to the draftsman. 

The trust officer is interested in the pro- 
visions under the second classification, be- 
cause he wants his bank to be able to do the 
best possible job of administering the estate 
and to do it expeditiously. 


Provisions for Discretion and Contingencies 

The trust officer may find it difficult, how- 
ever, to lend his experience to the draftsman 
regarding the provisions falling under class 
two unless the latter requests the advice and 
suggestions of the trust officer. These sug- 
gestions are gladly received however by at- 
torneys who have come to realize that the 
suggestions of the trust officer are motivated 
not from officiousness or an attempt to invade 
the province of the attorney, but from an 
honest desire to give to the testator’s plan 
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the boon of wisdom gained through years of 
practical experience. 

An example of these provisions may be 
found in the following: Instructions allow- 
ing a proper discretion in the matter of in- 
vestments ; power to retain assets directed to 
be sold, awaiting a favorable market; man- 
ner of final distribution of trust subject, as 
for instance, in cash or in kind; power to 
advance principal in case of emergencies; 
provisions defining corpus and income and 
designating what class of expense shall be 
charged against other; power to borrow 
money for the trust and to pledge or hypothe- 
eate the trust subject as collateral; to fur- 
nish burial funds for deceased life tenants; 
to make leases and enter into contracts that 
may project beyond the termination of the 
trust; power to continue a business for an 
advantageous liquidation: and others that 
may be needful under a particular set of 
facts. 


Meeting Requirements of Testator 

Those provisions coming under the third 
class are brought into greater prominence 
with the trust officer in his sales efforts 
than either of the other two classes because 
they more directly affect estate planning. 
This class of provisions may grow out of a 
whim, caprice or idiosynerasy of the testator 
and in many cases for perfectly legitimate 
and oftentimes even laudable reasons. Not 
infrequently a testator creates a trust for 
the express purpose of gratifying one of 
such impulses. While it would not be sales- 
manship of the high character generally 
employed by corporate fiduciary officers to 
sell the services of their institution by ap- 
peal to a certain emotion, weakness or “soft 
spot” of the prospect, yet if it is there, it 
should be served if possible, because after 
all it is the prospect’s property and the trust 
officer should have a working knowledge of 
the principles of law involved. 


A. H. S. POST, President 








The more common of these provisions re- 
late to re-marriage of the surviving spouse 
(husband or wife) or marriage of a _ benefi- 
ciary as a condition precedent to taking a be- 
quest; spendthrift trusts; powers of appoint- 
ment: contingent estates in violation of the 
rule against perpetuities and accumulations, 
trust funds to continue the memory of the 
testator by a perpetual memorial, mainte- 
nance of old and sick pets such as cats, dogs, 
horses, ete., maintenance of burial lot and 
other provisions of a kindred nature. 


Provisions as to Re-marriage 

In my own experience provisions relating to 
re-marriage of surviving husband or wife as 
the case may be, those creating spendthrift 
trusts, powers of appointment and those cre- 
ating contingent estates endangered by the 
rule against perpetuities have appeared more 
frequently, and assuming this to obtain on 
a fairly universal scale, I shall discuss these 
four often requested provisions briefly and 
for lack of time, leave the others as sug- 
gested topics for later research. 

I have often been asked whether a testator 
may exclude his wife from sharing in his 
estate in the event she re-marry. It is com- 
mon knowledge of course that the wife is 
entitled to her dower, in any event, but a 
real problem is presented as to her right in 
the remainder of the estate as affected by a 
restraint on marriage. This question cannot 
be answered categorically and precisely with- 
out first inquiring whether the property the 
wife is to forfeit is realty or personalty and 
whether the restraint on marriage is to be 
general or limited and what is to happen to 
the property upon the happening of the con- 
dition. 


Spendthrift Trusts 
We next come to a consideration of spend- 
thrift trusts. Some jurisdictions consider 
spendthrift trusts against public policy and 











170 


for that reason do not recognize them. The 
attendant evils and advantages growing out 
of spendthrift trusts certainly give rise to 
much differing of opinion, but it is sufficient 
for our purpose to observe that a trust of 
this character is valid in West Virginia. 
The existence of a spendthrift trust is a 
matter of intention on the part of the tes- 
tator as gathered from the will as a whole 
and no express language is required to create 
it. The fundamental requirement seems to 
be a vesting of title to property in one per- 
son for the use and benefit of another so 
that that other has no interest beyond a 
support and maintenance. 


It is important that the language shall be 
sufficiently express and clear as to leave no 
doubt as to the testator’s intention, as for 
example, in one case A left property in trust 
for a daughter, B, the income “to be paid 
to her for her support” during her life. It 
was held in that case that the words “for 
her support” only showed the motive for the 
gift and did not exempt the fund from at- 
tachment by creditors of “B.” (See 94 Va. 
193 and 26 South Eastern 401.) In 145 Va. 
742 a testator gave his son, for the latter’s 
natural lifetime, an estate in land using the 
following language: “to be used by him only 
for the purpose of supporting himself and 
his family. but saic land during his lifetime 
shall not be sold for his debts and shall not 
be liable for any indebtedness which he may 
owe or hereafter contract.” This language 
was held to create a spendthrift trust mak- 
ing it impossible for the son to sell the 
land. Another form of trust freeing the trust 
subject from debts of the beneficiaries is 
the “impartable trust.” 


An impartable trust is created when a tes- 
tator leaves trust funds to be managed for 
the joint use and benefit of several persons 
as in the case of a wife and children. Under 
such an arrangement none of the beneficiaries 
may claim a distinct or even an equal inter- 
est in the fund and the creditors of such ben- 
eficiary of course may not reach the fund. 
It has been held that a spendthrift fund is 
liable for doctor bills. It is probable that 
it would be liable for attorney fees, though 
I find no case deciding the point. 


Incorporation of Power of Appointment 

Not long ago a gentleman to whom I was 
trying to point out the advantages of a trust, 
was greatly disturbed over the prospect of 
leaving money to three young sons in any 
definite portion when one of them on attain- 
ing his majority may prove worthless and 
dissipate his entire heritage. He was anxious 
that his wife should determine the talents of 
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his various sons on their becoming of age 
and that she designate the share of each 
according to his just deserts. His idea was 
not without considerable merit though it of- 
fered some practical difficulties in its execu- 
tion in that he would not risk anybody other 
than his wife to pass judgment on the sons 
and it is hardly conceivable that a mother 
would make very much difference in her chil- 
dren regardless of the shortcomings of some 
of them. 


I pointed out to him that although a pro- 
vision such as the one proposed by him would 
probably be valid, that a more generous pro- 
vision with reference to the wayward son 
might come nearer to being executed by the 
wife. As for instance if one of the sons 
showed an incapability for handling money 
and property, that his share might be with- 
held until a later date or be put in trust 
for him by the wife or direct her to manage 
such son’s share and pay him the income 
with such portions of the principal as might 
be desirable. Such an arrangement as the 
one described is called a “power of appoint- 
ment.” 

Powers of appointment may be either gen- 
eral or specific. They may authorize a par- 
ticular person to appoint the property to a 
certain class of persons or to a specific per- 
son. Powers of appointment are particularly 
valuable in making distribution to collateral 
relatives and charities in general. Such a 
power may be executed either by deed or by 
will, but the donee of the power must ad- 
here strictly to the method prescribed by the 
donor. The use of a power of appointment 
sometimes offers an avenue of escape to those 
who hesitate to assume the responsibility of 
apportionment. Care should be exercised in 
drafting a will containing a power of ap- 
pointment in order to save inheritance tax 
and federal estate tax where possible on the 
passing of the property from the estate of the 
donee of the power. For an exhaustive 
treatment of powers of appointment with 
reference to taxes I refer to Joseph J. Robin- 
son’s work entitled “Saving Taxes in Draft- 
ing Wills and Trusts.” 


Danger Zone 

Quite akin to the impulses that sometimes 
motivate the incorporation of powers of ap- 
pointment is the desire on the part of a great 
many testators to attach numerous condi- 
tions to gifts in violation of the rule against 
perpetuities. The purpose of the rule against 
perpetuities is to keep property in the chan- 
nels of commerce and trade rather than to 
have it tied up in trusts and under conditions 
from generation to generation. It is a sound 
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and salutary doctrine but its application has 
caused no end of court decisions and confu- 
sion. A testator may pick out any person or 
group of persons living at the time of his 
death and create a trust or a condition which 
will obtain during the life of any such per- 
sons or the life of the one of them to sur- 
vive and for twenty-one years thereafter, 
and the rule is not violated. 

The danger zone usually is reached when 
the testator begins to provide conditions ap- 
plying to the second generation removed and 
farther. It is not sufficient that a trust pro- 
vision or a condition may not violate the rule 
against perpetuities but it is necessary that 
such trusts or conditions shall not violate 
the rule. In other words if the testator at- 
taches to the gift conditions which are re- 
mote and not likely to happen, but which 
would be possible, the condition is as much 
in violation of the rule as if the void condi- 
tions had then happened, thus voiding the 
trust or conditions from the first. 

I have seen a number of wills which un- 
doubtedly violated this rule because of the 
extreme possibility that the event could hap- 
ven, but in all probability will never happen. 
The testator is usually more concerned with 
his immediate family than he is with collat- 
eral relatives and descendants of the second 
generation and on and it is entirely possible 
that his plans with reference to his imme- 
diate family will be defeated by incorpora- 
tion of contingencies to take care of collateral 
relatives. When the testator has accom- 
plished his main objective he should be satis- 
fied with that and allow the law of descents 
and distribution to do the rest. It is impos- 
sible here to do more than to make some 
general observations respecting the rule but 
may it suffice to say that the rule has a vital 
effect upon trust planning and that every 
trust officer should have at least a working 
knowledge of its ramifications. 

oa a> 
NORTH CAROLINA BANKING 
COMMISSION 

The North Carolina Advisory Banking 
Commission has been reorganized through 
the appointment of Charles E. Taylor, presi- 
dent of the Wilmington Savings & Trust 
Company, to succeed former Governor Mc- 
Lean, chairman of the North Carolina Bank 
& Trust Company, and K. C. Menzies, presi- 
dent of the First National Bank of Hickory, 
to succeed W. H. Wood, president of the 
American Trust Company, Charlotte. Agnew 
H. Bahnson of Winston-Salem, was _ re- 
appointed, and Attorney General Dennis G. 
srummitt and State Treasurer Charles John- 
son are members ex-officio. 





COMPANIES 171 








“ONE OF AMERICA’S 
70 LARGEST BANKS” 


Trust Department 


In a commanding posi- 
tion to handle corporate 
and personal fiduciary 
service in the Northwest. 


Ci, 
United States 


National Bank. 
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TRUST ESTATE SETTLEMENTS IN 
CLOSED BANKS 

The Commissioner of Banking of West Vir- 
ginia, in a recent opinion on the question of 
costs and fees in the settlement of trust es- 
tates where a vank has ‘been closed, has ruled 
that trust estates for which the bank has 
been acting as fiduciary should severally bear 
the costs of the settlement where a settle- 
ment is required in case of appointment of a 
receiver for the bank. The closed bank is 
not likely to continue the administering of 
the estate and a new fiduciary will be re- 
quired. This fact should be considered by 
the Commissioner of Accounts, and by the 
court before whom settlement is made in 
determining the reasonable commission and 
compensation. The court will probably not 
allow the full percentage of commission and 
compensation originally recognized by the 
courts, but will grant reasonable compensa- 
tion. This opinion is in line with the prac- 
tice of other states as to the administra- 
tion of trusts where a bank has been closed. 





The State Banking Department has ap- 
proved the capital reduction of the Power 
City Trust Company. Niagara Falls, N. Y.., 
from &4.000.000 to $2.000.000. 
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CANADIAN BANKING COMMISSION 


The Royal Commission recently appointed 
by the Canadian government to study opera- 
tions of the Bank Act of Canada and the 
advisability of organizing a central bank 
for the Dominions, is headed by the distin- 
guished Lord MacMillan as chairman, Lord 
MaeMillan, one of the foremost advocates of 
Scotland, achieved universal renown in 193: 
as chairman of the Committee on Finance 
and Industry which, after exhaustive study 
of banking and commerce in Great Britain, 
submitted the already historic documen: 
known as the Report of the MacMillan Com- 
mittee. 

The commission was created by the last 
session of the federal parliament for the 
purpose of reviewing the entire Canadian 
banking, currency and credit system as a ba- 
sis for revising Dominion legislation relating 
to banking and finance, after complete exam- 
ination of the effects of provisions of the 
present Bank Act and Finance Act, which 
govern all Canadian banks. The other main 
objective of the Commission is the considera- 
tion of possible advantages and functions of 
a central bank, and its relations to existing 
banks, as providing the machinery for co- 
operation with other central banks, uniform 
note issue and a central depository for gold 
reserves. This would facilitate possible link- 
ing of the Canadian dollar to the British 
pound sterling. 

Consideration will be given to such modi- 
fication or extension of the banking imstitu- 
tions and monetary system as will facilitate 
inter-Imperial and international cooperation 
in policies to promote revival of domestic 
and foreign trade, general increase of em- 
ployment and insurance of greater industrial 
and financial stability predicated on im- 
proved commodity prices. Examination of 
the workings of the Dominion Notes Act and 
the Currency Act will also be made by in- 
quiries conducted throughout Canada. The 
parliamentary committee will base its delib- 
erations at the next session on the report of 
the commission, at which time the decennial 
revision of the Bank Act will be carried out. 

With Lord MacMillan on the Commission 
will be Sir Charles Addis, British banker 
and economist; Sir Thomas White, vice-pres- 
ident of the Canadian Bank of Commerce 


and the National Trust Compar.y, who wus 
former minister of finance; Beaudry Leman, 
general manager of the Banque Canadienne 
Nationale and former president of the Ca- 
nadian 
J. BB. 


Hon. 
Open 


Bankers Association; and the 
Brownlee, premier of Alberta. 





sittings for inquiry among bankers has al- 
ready begun with the calling of J. A. Me- 
Leod, general manager of the Bank of Nova 
Scotia and president of the Canadian Bank- 
ers Association, who discussed the subjects 


of “short term money” and “loans and dis- 
counts abroad.” Following further banker 


consultations, hearings will be given to other 
business interests and finally a review will 
be made vefore bank representatives in Ot- 
tawa before drafting of the report. The con- 
clusions will be awaited with great expecta- 
tions as a chart to the solution of problems 
common to many other nations. 


CANADIAN BANKING AND ECONOMIC 
CONDITIONS 


Reassuring figures are forthcoming which 


show continuance during July of the sub- 
stantial improvement noted in major lines 


of industry and banking in the Dominion of 
Canada during June. Employment has made 
marked gains simultaneously with sizeable 
increases in freight-car loadings, and bank 
clearings show substantial increases. During 
June the Canadian banks reported the first 
gain in current loans and a continued rise 
in investments, the largest increase in in- 
vestments being in railroad and other bonds 
and stocks; government and provincial se- 
curities also registering increases over the 
previous month. While savings deposits dur- 
ing the month again show a small decline, 
demand deposits rose by $36,000,000. 
3ranches maintained by Canadian banks 
at the end of June totaled 3,854 of which 154 
are located abroad. During June one new 
branch was opened and eighteen closed. 


REPORT OF PUBLIC TRUSTEE OF 
LONDON 
In 1907 the British parliament authorized 
the establishment of the Public Trustee Of- 
fice in London, primarily to serve smaller 
estates and fiduciary appointments. Accord- 


ing to the twenty-fifth general report the 
Public Trustee now has under administra- 


tion trust and estate funds of an aggregate 
capital value of approximately £213,000,000 
in addition to landed property estimated at 
£50,000,000 in value. During the past fiscal 


year new business of the office amounted to 


£13,231,319 in value, representing 1,071 cases. 
The Public Trustee states that the year un- 
der review was entirely free from any claim 
for loss owing to breach of trust, negligence 
or mistake. 
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DEFLATING THE CORPORATION BALANCE SHEET 
TO INFLATE EARNINGS 


SOME FALLACIES IN CONNECTION WITH WRITE-DOWNS OF 
PLANTS AND EQUIPMENT 


WM. R. DONALDSON, C. P. A. 


Of Miller, Donaldson & Company, and President of New York Chapter, National Association of Cost 
Accountants 





(Epitror’s Norte: 


deflating plant and equipment values and juggling with cost of fixed assets. 


The author cautions against the movement among corporations of 


He predicts 


that the ‘‘writers-off’’ who join the fashion parade of 1932-33 will in a few years be moved 
lo tears by the ill-becoming $1.00 value which they place upon their plant and equipment. 
The subject acquires timely interest to banks in connection with their loaning policies and 
the analysis of corporate financial statements.) 


CROSS the financial pages of our 

daily newspapers the last few months 

has appeared a succession of corpo- 
ration annual statements in which reference 
is made to substantial write-downs of plant 
and equipment. Printed reports sent to stock- 
holders amplify and explain these’ write- 
downs, some mounting to many millions of 
dollars. It has become the fashion to write 
down and write off and the result is this 
procession along the avenue of corporate 
accounting practice. And like most fashions 
the idea in which they were conceived soon 
becomes obscured by this twist here or that 
bow there so that the mode in millinery goes 
cavorting off on a tangent that has no rela- 
tionship to the basic design. 


Deflated Balance Sheets and Earnings 

It is the purpose of this article to review 
the reasons for this mode of the hour, what 
it accomplishes, and the effect it has on pres- 
ent and future financial statements and op- 
erating results of corporations which follow 
it. Everywhere directors of corporations and 
financial and accounting executives are dis- 
cussing what should be done with their plant 
accounts. They see their competitors indulg- 
ing in the write-off practice and realize that 
in some respects advantages appear which 
would tend to give their competitors the edge 
during future years. They feel they should 
proceed along the road to deflation, and they 
are right to a certain extent, but when de- 
flating the balance sheet results in inflating 
future earnings they should think twice be- 
fore taking the step. 

It is the income or earnings statement that 
tells the real story of the success, of the 


worth of an enterprise. “What are the earn- 
ings per share?” is the popular question rath-, 
er than “What is the book value per share?’ 
And it is toward increasing income, toward 
raising up the “earnings per share’ tiaat 
management effort is primarily directed. 
During the last several years the element of 
expense existing in every business, which 
stood out so prominently in the income state- 


ment, “Depreciation of Plant and Equip- 
ment,” has worried management. It is a 


fixed charge that rips away a good chunk 
of the “income before depreciation’ and 
turns some nice black figures into vivid red 
ones. 


Grasping at Straws 

When volume of sales was good, prices 
high, and plants running fairly actively, de- 
preciation represented a minor part of the 
total income from sales. But now that the 
wheels have ceased to whir so evenly and 
sweetly there stands the old rock “‘deprecia- 
tion,’ as big as ever but now a formidable 
obstacle toward attaining black figures in 
the income statement. “It’s only a bookkeep- 
ing item and means nothing. It should be 
eliminated,” says one anxious manager. “We 
are running only 20 per cent of capacity and 
therefore we should have only 20 per cent 
of the depreciation we had when we were 
running full,” speaks up another quaking 
treasurer, “Our plants are all shut down so 
we have no depreciation expense,” adds a 
worried president. 

And then bright Bill Jones pipes up: “If 
we have no values on our books for our 
plant and equipment, we will have no de- 
preciation because zero dollars multiplied by 















TRUST 





Careful management, 
conservative 
policies 
and strict 





adherence to 
sound banking 
principles 


since 1886 
& 


FIDELITY TRUST COMPANY 


341-343 FOURTH AVE. PITTSBURGH 






5 per cent equals zero. 


Nobody pays any 
attention anyhow to what we carry our 
plants at on our balance sheet. We have 
plenty of cash, owe comparatively little, and 
are in splendid net current asset position 
with ample working capital. Our stock is 
without par value so we can shrink up the 
Stated value, make a capital surplus and, 
bang, charge off the whole works. Jur stock- 
holders will compliment us on how conserva- 
tive we are, carrying all our vast facilities 
at $1.00, and from now on, no more depre- 


ciation. We are bound to show good earn- 
ings. Also we will get a better break on our 


own profit-sharing bonus.”’ 

So runs the logic of the enterprises which 
have entirely written off their plants and 
equipment, and this is likewise true of those 
which have inordinately slashed plant values 
below fair worth. It is only natural that in 
these dark days of corporate earnings all 
kinds of straws should be grasped at to de- 
crease losses and eventually turn into profits. 
It is the management’s job to earn profits 
and this they seek to do by all acceptable 
means. But it is incorrect and unfair to the 
corporation’s own stockholders to turn out 
income statements in future years showing 
insufficient or no expense for depreciation, 
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and it is unfair to competitors to fix prices 
below cost, which is apt to happen when de- 
preciation is not considered an element of 
cost to be recouped in the selling prices de- 
termined upon. 


The Dominating Consideration 

Of course the old discussion arises as to 
what is depreciation and why it has to be in- 
cluded as an element of cost of doing busi- 
ness since it does not represent a cash out- 
lay during the year reported on. However, 
it is now everywhere recognized that the 
wear, tear and obsolescence of the plant and 
equipment (the usage and wastage of capi- 
tal) which occurs regularly each year does 
represent a cost to be considered and weighed 
when stating the year’s earnings. If the 
capital invested in plant and equipment is 
wiped off in one fell swoop instead of appor- 
tioned over the years of useful life these 
years Will not absorb their proper share of 
this wearing-out process. 

Out of the whole question comes this dom- 
inating consideration. After plant and equip- 
ment is written down or otherwise adjusted 
in value, will the future years’ income ac- 
count continue to bear fair and reasonable 
annual charges for depreciation of the plant 
and equipment actually in use during those 
years? If the plan of adjustment is such as 
to accomplish this result then it is not be- 
lieved any serious quarrel can be made over 
the method or the extent of adjusting pres- 
ent valuations. 

From the balance sheet viewpoint it is 
somewhat a matter of whether one prefers 
vanilla or chocolate. Plant and equipment 
accumulated over a long period of years is 
bound to represent heterogeneous valuations, 
some low because of acquisition in days of 
low prices, some high because purchased or 
built in times of high prices. An enterprise 
is presumably in business to stay for many 
years; it spent money to acquire these assets 
and as they wear out or become obsolete it 
is hoped and expected that the earnings de- 
rived from using them will pay back the 
original outlay. If any part has ceased to 
be usable, and would be parted with if a 
buyer appeared, then the money poured into 
such part, not yet recouped by depreciation 
charge-off, has of course gone for naught 
other than what such buyer might be willing 
to pay for it. Writing down to market value 
plant and equipment definitely abandoned 
as unusable is proper and defensible, the loss 
in investment has occurred and in future 
these assets will not contribute anything 
toward making the product. 
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What Is Market Value? 

The question will arise, what is the market 
yalue to which it should be written down? 
These days there is no real market for sur- 
plus plant and equipment so that it cannot 
be accurately determined. However, if based 
on good business judgment some round sum 
value is assigned at which it is believed dur- 
ing the course of the next few years the plant 
and equipment can be ultimately disposed of, 
then the enterprise will have acted fairly to 
adjust its valuations. Thereafter deprecia- 
tion need not be charged off and when the 
assets are actually disposed of the difference 
between the assigned residual value and the 
price received will constitute the further ad- 
justment one way or the other. There can 
be no dispute about this treatment of such 
assets, and perhaps it is owed to stockholders 
to disclose to them on the balance sheet the 
unusable plant and equipment available for 
disposition at a value commensurate only 
with what it is expected can fairly be ob- 
tained. 

Let us consider the view of those corpora- 
tions which assembled a group of subsidi- 
aries and plants in the heyday of corporate 
mergers and consolidations and set up on 
their books such plants and equipment at 
their then appraised value. They have had 
to take each year since a healthy bite of de- 
preciation, because in those years construc- 
tion and machinery costs were high and the 
values on the books reflected this condition. 
Construction costs have tumbled 25 per cent 
to 30 per cent since those years and machin- 
ery prices as much, or more. Such consoli- 
dations approach this question of reducing 
depreciation by claiming that as the present 
sound replacement value of the assets is 
substantially below book worth they should 
be written down to present worth. They 
counter the argument that cost must be re- 
couped through the operating account by 
stating that it is not cost which must be re- 
couped but an amount sufficient to replace 
the depreciating assets when their useful life 
has terminated. Or to put it another way, 
that since the lowered annual depreciation 
will eventually deduct out of earnings suffi- 
cient entirely to replace the assets, it is not 
necessary to deduct amount greater than will 
be necessary to replace them. They say if 
depreciation was continued on basis of the 
original high cost or appraisal value, earn- 


ings would be charged with an excessive 
amount, Thus, the two schools of account- 
ing practice: depreciation should be on the 
value. 


basis of (1) cost, (2) replacement 
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Factor of Considering Sound Values 

At any rate, no matter upon which side 
of the argument one finds himself, should a 
corporation write down its plant and equip- 
ment to present sound value less observed 
depreciation in order to lower the future an- 
nual depreciation charge, the action can 
scarcely be criticized as improper or as tend- 
ing to inflate unfairly the earnings of future 
years. But what is sound value is debat- 
able; it is supposed to be the present cost to 
build or to acquire new, but currently quoted 
prices hardly reflect sound value. 

He who seeks to follow some logic behind 
his determination to write down his com- 
pany’s plant, and would like to eliminate fu- 
ture depreciation entirely if he dared, ad- 
vances the thought that it is not sound value 
which should be the base but market value. 
He points out that if a brand new competi- 
tor were to enter the arena afresh this com- 
petitor would go out and buy one of the 
many plants available, set up modern ma- 
chinery which he can buy used from many 
dealers, and launch into business at a dis* 
tinct advantage, because in future the low 
cost of his plant and equipment would make 
the depreciation charge very low. Therefore, 
when asset values are to be adjusted our 
“depreciation-saver”’ contends they should be 
reduced to the point where future deprecia- 
tion charges will enable the enterprise to 
compete with a new entrant into the busi- 


ness. Through such reasoning we have the 
executive who wishes to cut his assets to 
“market value” to increase future earnings. 


“Distress value” is a better designation; a 
market presupposes buyers and sellers. 

There are all kinds of variations of these 
approaches. Some believe that plant and 
equipment actually in use (though perhaps 
not to capacity) should be written down to 
sound value; such not now in use but in- 
tended and expected to be used in future 
when activity returns should be reduced to 
market value to keep it competitive with new 
manufacturers; and such as is definitely set 
aside as not usable written off entirely or 
to a nominal amount. 

In the struggle for earnings, the U. S. 
Treasury Department stands adamant, The 
Income Tax Law provides that the actual 
cost of plant assets constitutes the base for 
the annual percentage charge-off of deprecia- 
tion allowable as a deduction in income tax 
returns. Twist balance sheet values around 
as you will. slice depreciation to zero or to 
any amount, and it matters not. When the 
tax return is prepared the old-fashioned al- 
lowance for depreciation must appear on line 
22. So as not to be taken too literally it 
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The only medium 


through which the rulings, past or 
current, of the New York Stock 
Transfer Association are made 
available is The Stock Transfer 
Guide and Service. In addition 
to the rulings of the association 
this Service also shows, in in- 
stantly accessible form, just what 
documents, waivers, endorse- 
ments, etc., are necessary for the 
transfer of any security, regard- 
less of what state’s laws may be 
involved. Used by practically all 
leading transfer agents, and by 
estate, bank and trust company 
attorneys. Write for particulars. 


THE CORPORATION TRUST COMPANY 
120 Broadway, New York, N. Y. 








should be added that loss in useful value of 
plant and equipment may be deducted in the 
year sustained, but to secure this deduction 
it is necessary almost to establish to the 
tax collector that the plant and equipment 
have been abandoned. Adjustment in values 
may have some slight bearing on insurable 
worth but whether left high or slashed low 
the insurance company will be guided by in- 
surable values rather than book figures. In 
tax districts where book figures play some 
part in the judgment of assessors in fixing 
assessed valuation, writing down assets may 
result in decreasing taxes. 


Juggling Fixed Assets 

With all this movement toward deflating 
plant and equipment values it has not yet 
taken the form of a grand rush. Many cor- 
porations are standing pat feeling that the 
slough of the depression is no place from 
which to view the worth of plant and equip- 
ment, which have served for many 
years and will continue in future to serve in 
the quest for profits. They reason that as 
the future dawns they can chart their course 
toward earnings year by year, analyzing and 
subdividing depreciation to meet the peculiar 
accounting and financial problems of the year 
and pointing out to stockholders the signifi- 
eance of these figures from the competitive 


assets 








angle. They feel the balance sheet should 
always show the cost of plant and equipment 
and its orderly extinguishment through reg- 
ular depreciation charges. They believe that 
an established business should act like one 
and not juggle its cost of fixed assets. May 
we hazard the firm conviction that the “writ- 
ers-off’’ who join the fashion parade of 1932- 
1933 will in a few years be moved to tears 
by the ill-becoming $1.00 value with which 
they clothed their plant and equipment. 


2, 7 o, 
~~ LOCd . 


FOREIGN BOND DEFAULTS 

Out of a total of $6,000,000,000 of long- 
term foreign dollar bonds outstanding, $2,- 
514,856,000 was in default on August Ist, ac- 
cording to Dr. Max Winkler, president of 
the American Council of Foreign Bondhold- 
ers, Inc. This default is shared by nineteen 
nations whose total obligations amount to 
$3,331,076,000 or 76 per cent of default in 
those cases. The amount has been increased 
by about $1,000,000,000 since May 1st, due to 
the German decision to cease full payment 
of interest in dollars, except upon the bonds 
of the two international loans. Colombia 
has decided to pay only one-third of the in- 
terest due in cash, increasing the debt in 
default by $62,000,000. 
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A New Factor in 
an Old Equation: 


Referring to the elimination of interest, 
a correspondent bank has written us: 


"We feel the balances carried with you 
are offset by the splendid service you 
give us.’ 


It is our constant aim to make the fa- 
cilities which our correspondents enjoy 
not only useful but indispensable. 


The old term “compensating balances" 
in this bank has always implied "“com- 
pensating services.” 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


CAPITAL and SURPLUS - - - - $30,000,000 
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OPENING OF BALTIMORE NATIONAL BANK IN MARYLAND 


The Baltimore National Bank opened for 
business on August 7th. It is the result of 
the complete reorganization of the Baltimore 
Trust Company under a national charter, 
and was approved without a single dissent 
by nearly 100,000 depositors of the old in- 
stitution. 

New cash capital funds in the amount of 
$2,000,000 have been secured, of which 
$1,000,000 is represented by preferred stock 
subscribed by the Reconstruction Finance 
Corporation and the balance—allocated $500,- 
000 to common stock and $500,000 to surplus, 
profits and reserves—was raised by private 
subscription. It was announced at the end 
of the first week’s operations that deposits 
had risen steadily and on August 17th were 
in excess of $9,300,000. 

The new bank owns no real estate whatso- 
ever, leasing its quarters in the Baltimore 
Trust building from its predecessor. Three 
branches were opened at the same time as 
the head office, the Security branch, 13 West 
North avenue, Highland Tower, Easton ave- 
nue and Conkling street, and Waverly, Green 
mount avenue and Thirty-second street. 

The Baltimore National Bank has applied 
for fiduciary powers and expects them ‘to be 
granted within a very short time. Under 
the plan of reorganization it is provided 
that it will succeed to the trust business of 
the Baltimore Trust Company insofar as is 
practicable. 

The officers of the Baltimore National 
Bank are as follows: Howard Bruce, presi- 
dent and chairman of the board; James C. 
Fenhagen, chairman of the discount commit- 
tee; Eugene L. Miles, vice-president and 
eashier; C. Bradley Hays and J. Hambleton 
Ober, vice-presidents; and C. D. Fenhagen, 
Jr., Harvey E. Emmart, and John W. Back- 
er, assistant cashiers. 

The board of directors consists of the fol- 
lowing: Edwin G. Baetjer, Howard Bruce, 
James Bruce, John H. Buffington, Louis Eli- 
asburg, James C. Fenhagen, John Hinkley, C. 
F. Hockley, Albert D. Hutzler, Frederic J. 
Irish, Charles H. Knapp, John C. Muth, 
Harry 0. Norris, Charles Schmidt, and Her- 
bert A. Wagner. 

At the time of the opening of the Balti- 
more National Bank the depositors of the 
Baltimore Trust Company received a 10 per 
cent distribution of their accounts. As 5 
per cent has previously been made avail- 
able, the total cash dividends amount to 
15 per cent as provided in the plan of re- 


organization. This distribution was in the 
form of checks mailed to the owners of bal- 
ance of less than $200 and of deposit credits 
in the Baltimore National Bank for the larg- 
er depositors. All deposits of less than $10 
were paid off in cash. The remaining 85 
per cent of unsecured deposits are represent- 
ed by certificates of indebtedness due July 1, 
1954, with interest at 2 per cent, and will be 
paid off from time to time as the assets of 
the trust company are liquidated by an ad- 
visory committee, This committee has been 
given control of the voting power of a ma- 
jority of the old common stock. 


THE SPOKANE BANK PLAN 
A method of releasing deposits in closed 
banks which is receiving wide attention be- 
cause of the requirement of no new money 


is that developed in Spokane, Wash., and 
known as the Spokane Plan. Under this 


plan depositors are requested to subscribe to 
stock in a new bank to be paid for from 
pledge of part of the first dividend which 
becomes available when the bank opens. The 
balance of the deposits is released as slow 
assets are liquidated by the receiver. Sub- 
scription to stock of the new bank is not 
compulsory but desirable as preventing forced 
liquidation resulting in usually lower divi- 
dends. Stockholders of the old bank are not 
relieved from assessment liability as are 
those of the new bank. 


CHATTANOOGA’S NEW BANK 

Chattanooga banking facilities are rapidly 
approaching normal with the opening this 
month of the new Commercial National Bank, 
-apitalized at $800,000, half of which was 
subscribed by the Reconstruction Finance 
Corporation. The bank is headed by Z. C. 
Patten, formerly conservator of the Chat- 
tanooga National Bank; other officials are 
Edward Finlay, vice-president, Robert L. 
Hall, executive vice-president, and Gordon 
L. Nichols, cashier. Mr. Hall resigned as 
president of the Coral Gables First National 
3ank of Coral Gables, Florida, to accept 
his new position. The new bank will short- 
ly make available 40 per cent of the de- 
posits of the old Chattanooga National Bank, 
whose affairs are to be wound up with 
the assistance of advances from the Recon- 
struction Finance Corporation. Announce- 
ment is made that the trust department will 
be concentrated in the former Volunteer 
branch of the old First National Bank. 
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CONCORDAT OF CORPORATE FIDUCIARIES AND BAR ASSOCIATION 
ADOPTED IN FLORIDA 


Definite progress in the development of 
mutual understanding between members of 
the bar and trust companies is evidenced by 
the recent adoption of resolutions governing 
“unauthorized practice of the law” by the 
Bar Association of St. Petersburg, Florida, 
and the corporate fiduciaries of that city. 
This joint declaration is believed to be the 
first on the subject to be adopted in the State 
of Florida, and has been predicated largely 
on codes now effective in Massachusetts and 
Pennsylvania, and it is probable that the 
initiative taken in St. Petersburg will be fol- 
lowed by similar organizations througaocut 
the state. 

Declarations covering the familiar points 
defining legal practice as adopted, are as 
followed : 


Code Covering Conduct of Fiduciary 
Business 

“The banks and _ corporate fiduciaries 
should not solicit directly or indirectly, per- 
sons to have wills, trust agreements or other 
legal papers drawn by their own employees, 
representatives, agents or attorneys, 

“The word ‘solicit?’ as hereinabove used, 
shall not be construed to mean that the banks 
may not advertise the advantages of a Flor- 
ida corporate fiduciary or that such persons 
may not be solicited to name the particular 
bank as executor or trustee. The word ‘so- 
licit’ shall be construed, however, to include 
any service in connection with the drafting 
or preparation of the proposed will or trust 
agreement which is comprehended by the 
term ‘practice of law.’ 

“A corporate fiduciary should advise all 
persons desiring to nominate it as executor, 
trustee, guardian or other fiduciary, that 
such person should employ his own attorney 
to draft the will or trust agreement in the 
first instance. The gross impropriety of the 
practice of preparing wills or trust agree- 
ments by an attorney who represents, at the 
same time, the trustor and trustee is recog- 
nized as a matter of principle. In no case 
should the corporate fiduciary draw wills, 
codicils or trust agreements. 

“A customer of a corporate fiduciary 
should have full opportunity to consult with 
the lawyer who prepares his will or trust in- 
strument without any officer or employee of 
the fiduciary being present. The relationship 
of lawyer and client is particularly confi- 
dential in such and the opportunity 


cases 


for private consultation should be insisted 
upon. 

“When a customer indicates to a corporate 
fiduciary his choice or selection of a par- 
ticular attorney whom he desires to draw his 
will or trust agreement, the corporate fidu- 
ciary should not, in the absence of well 
founded reasons, discourage or influence the 
customer against the attorney of his own 
choice; nor should an attorney when his cli- 
ent indicates his choice or a selection of a 
corporate fiduciary to act under his will or 
trust instrument, in the absence of like good 
reasons, discourage or influence the client 
against his choice of a corporate fiduciary. 

“In the selection of a lawyer to represent a 
bank with regard to any particular estate, it 
should be the practice to employ the one who 
drew the will or trust agreement, provided 
the bank believes him to be competent to 
handle the work and reasonable in his 
charges, and the fact of his selection by the 
testator or the trustee shall be prima facie 
evidence that he is competent. 

“Banks and corporate fiduciaries ought not 
to advertise the fact that they maintain legal 
departments, if such be the fact, nor should 
they give legal advice or otherwise engage 
in the practice of law. The preparation of 
legal instruments, forms of minutes of cor- 
porate proceedings and the drafting of leases, 
contracts, deeds and mortgages in matters or 
transactions in which the bank or corporate 
fiduciary has no direct or primary interest, 
are recognized as improper unless done in 
cooperation with attorneys not in their em- 
ploy. The mention of the foregoing acts is 
not intended to constitute a definition of what 
may constitute the practice of law, but are 
set out as examples only. 

‘However, in cases where a bank acts as 
escrow agent, it may prepare a simple form 
of escrow agreement in connection with such 
escrow, but should in no case undertake to 
act as attorney for either of the escrow par- 
ties and will in all cases so advise and cau- 
tion the parties.” 


The Lake Charles Bank & Trust Company 
of Lake Charles, Louisiana, has opened with 
eapital of $200,000, subscribed by depositors 
of the Lake Charles Trust & Savings Bank. 
Officers will be: T. H. Watkins, president ; 
George D. Neely, vice-president; and D. B. 
Harmon, cashier. 
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RETENTION OF CORPORATE STOCK BY ADMINISTRATRIX 


An administratrix may be justified in re- 
taining corporate stock for one year, accord- 
ing to a recent ruling by the Surrogate’s 
Court of New York County in the case of 
the Estate of McKee. It appeared that the 
widow was appointed administratrix of her 
husband’s estate and that the estate con- 
sisted almost wholly of shares of United 
States Realty & Improvement Company and 
George A, Fuller Company. The decedent 
had been actively connected with the cor- 
poration and had considered the stock an 
excellent investment. Portions of the stock 
had been pledged for brokerage house loans. 
The administratrix retained the unpledged 
stock; procured a private purchaser for the 
Fuller Company shares and closed out the 
brokerage account. Approximately fifty days 
after she received letters of administration 
she sold 2,500 shares out of 4,000 shares of 
the Realty Company stock held as collateral, 
and with the proceeds of the sale, plus the 
money received from the closing of the bro- 


kerage account, she obtained a _ release of 


1,500 shares of the Realty Company. 

The objections to the account were chiefly 
that the administratrix was liable for retain- 
ing the stock of the Realty Company and was 


likewise liable for the method of handling 
the brokerage accounts and for loss caused 
by failure to liquidate promptly shares of 
stuck set aside for payment of debts and 
administration expenses. Objection was also 
made to the act of the administratrix in re- 
taining the sum of $5,000 on account of pros- 
pective commissions. 

The court noted that the corporate stock 
was not highly speculative, but was rather 
a seasoned security and that the corporation 
was managed by men of high rank and that 
the decedent had faith in the company. The 
administratrix had also consulted persons of 
importance in the business world and was 
advised that the stock was sound and worth 
more than the market price. She was also 
advised that by reason of conditions the 
stock might sell at a lower level. According- 
ly, the administratrix was upheld in retain- 
ing the corporate stock from March 4, 1931 
to February 4, 1932, and her conduct in the 
sale of the stock held as collateral was ap- 
proved. She was surcharged for failure to 
liquidate promptly the security which had 
been set aside for debts and administration 
expenses and for the $5,000 which she had 
paid to herself on account of commissions. 

In supporting the conduct of the adminis- 
tratrix in retaining the stock, the court said: 


“This court cannot ignore the knowledge ac- 
quired from performance of its own functions 
in hundreds of accounting proceedings that 
shrinkage of values has been universal and 
that fiduciaries of high and low degree alike 
failed to perceive the approach of the cur- 
rent industrial storm and failed to protect 
the assets of their trusts. Indeed it would 
require some thought to determine what type 
of security could have been sought by fidu- 
ciaries which would have withstood the on- 
slaught of this depression. That large per- 
centages of capital value have disappeared in 
the case of so-called lega! investments is a 
commonplace in the administration of es- 
tates in this court. Corporate fiduciaries of 
the highest standing have retained securities 
now showing huge losses, though these cor- 
porations are directed by men with access 
to comprehensive financial information. In- 
dividual and inexperienced fiduciaries should 
not be required to exhibit a greater degree 
of discretion nor held to stricter standards of 
tability.” 


A CENTURY OF PROTECTION 

One hundred years ago this month Sail- 
ers’ Snug Harbor opened its buildings to a 
gsroup of fifty retired seamen as the materi- 
lization of the wishes expressed in the will 
of Captain Robert R. Randall, originator of 
the idea of the corporate fiduciary. During 
these hundred years more than 6,000 sailors 
have found sanctuary within its halls on 
the north shore of Staten Island, N. Y. 

Captain Randall, by the terms of his will 
drawn in 1801 by the distinguished lawyers 
Alexander Hamilton and Daniel D. Tomp- 
kins, recognized human mortality. By enlist- 
ing as trustees the holders of certain public 
position, who were subsequently incorpo- 
rated, the germ of corporate trusteeship was 
implanted. His estate consisted of property 
in the Washington Square section of Man- 
hattan which has grown in value to such 
extent that today the Sailors’ Snug Harbor 
is one of the wealthiest institutions in Amer- 
ica, deriving rentals from apartment houses, 
lofts and stores. A protracted and expensive 
lawsuit brought by the relations of Captain 
Randall to obtain possession of the estate 
was settled by the United States Supreme 
Court in favor of the trustees in 1830. 
Through the century this trust has been 
faithfully administered and served as a 
haven of refuge to worthy, indigent sailors 
and as a living example of the value of 
corporate fiduciary stewsrdship. 





TRUST COMPANIES 


‘* Your Personal Bank’’ 


A Friend 
In 
Chicago 


Occasionally a client may 
need the assistance of an 
out-of-town trust company. 
If the need should arise for 
a trust company in Chicago, 
we should be pleased to 
have you suggest a call 
upon us. 


Whenever you send any 
clients to us, you can be 
confident that their inter- 
ests and yours will be thor- 
oughly protected. 


TRUST DEPARTMENT 
Harris Trust and Savings Bank 


Organized as N. W. Harris & Co., 1882. Incorporated 1907 


HARRIS TRUST BUILDING, CHICAGO 
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TRUST INVESTMENTS ix a CHANGING WORLD 


Your estate 
in AUGUST, 1943 


A tabulation we have recently 
made shows that the average dura- 
tion of Voluntary Trusts with this 
institution is 27%*4 years and of ‘ 
Testamentary Trusts 25% years. in twenty——your estate 

will undoubtedly be faced 


[* ten years—or perhaps 


with problems that cannot possibly be foreseen today. Will 
your property be cared for by a competent administrator, fully 
alert to the conditions of the times? § This institution has a 
record of more than one hundred years in the administration 
of estates. During these years changes as fundamental as those 
we are now witnessing have occurred, not once but many times. 
Moreover, throughout this long corporate experience, the policy 
of this Bank has been to seek only such volume of business as 
will permit its senior executives to give personal attention to 


the problems of ezch estate. 


BANK of NEW YORK 
and TRUST COMPANY 


48 Watt Street, NEw York 


Uptown Office: Madison Avenue at 63rd Street 


Established 1784 . . . THE OLDEST BANK in NEW YORK 
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SURROGATE RULES GOVERNING COMMITTEE OF INCOMPETENT 
PERSONS 


The Surrogate of Kings County, New York, 
in the matter of Rasmussen, recently stated 
general rules governing the conduct of com- 
mittees of incompetent persons. Decedent 
had a savings account in her name in trust 
for another. Prior to her death she became 
incompetent and a committee was appointed. 
The committee transferred the trust account 
in the savings bank to a general account in 
another bank opened in his name as fiduci- 
ary. Upon the death of the incompetent, the 
beneficiary named in the trust savings ac- 
count made claim to the proceeds and the 
claim was sustained by the court. 
decision 
and 


In rendering the 
outlined the powers 
mittee as follows: 

(1) The functions of a committee are in 
the nature of a trust; but the trust is in the 
court and the committee acts under its ap- 
pointment as agent, officer or bailiff. (Peo- 
ple ex rel. Smith vs. Commissioners of Taxes, 
100 N. Y., 246.) 

“(2) The incompetent is not divested of 
his estate or property rights and the legal 
title thereto remains as before. Nothing has 
been taken from him but its control and 
management. (People er rel. Smith vs. Com- 
missioners of Taxes, supra.) 

“(3) The committee does not by reason of 
his appointment become the alter ego of the 
incompetent. Thus the rights of election 
possessed by the incompetent cannot be ex- 
ercised by a committee. (Camardella vs. 
Schwartz, 126 App. Div., 334, 336; Walter 
vs. Walter, 170 App. Div., 870, 873, aff'd 217 
N. Y., 489, 448; Mainzer vs. Avril, 108 Misc., 


the Surrogate 
duties of a com- 


231, 233; Matter of Grant, 122 Misc., 491, 
492.) 
“(4) An examination of pertinent deci- 


sions leads to the conclusion that the duties 
of the committee apply to ministerial acts, 
the protection of the estate, the collection of 
assets and the care of the incompetent ac- 
cording to his station in life. (Matter of 
Wainman, 121 Misce., 318.) 

“(5) The committee is merely a conserva- 
tor of the property of the incompetent sub- 
ject to the control and direction of the court. 

“(6) The ability of the committee to alter 
the status or the relationship of any other 
person to any particular property of the in- 
competent would be limited to the necessi- 
ties of the case and the requirements of the 
incompetent and his dependents. 


“(7) The committee may not change the 


beneficiary of a life insurance policy. (Mat- 
ter of Wainman, supra.) 
“(8) The committee may not ordinarily 


terminate a savings bank trust deposit of 
the incompetent. 

“(9) Even in the case of a savings bank 
trust deposit, if the welfare of the incom- 
petent required the funds deposited in the 
savings bank trust fund a different situation 
would be disclosed and would have to be 
solved in accordance with the Matter of Ire- 
land (257 N. Y. 155). The Court would 
doubtless direct the committee to use such 
savings bank trust fund for the necessities 
of the incompetent.” 


Leland Stanford Stillman, former trust 
officer of the Bankers Trust Company of New - 
York, died at the age of sixty-three of a 
heart attack. He is survived by his widow 
and two sons. 


THE STAGE IS SET... 


Commerce and industry are reviving. Credit 


requirements must be provided. The Commercial National Bank 1s ready to do its 


part in making your own efforts more productive. 


_ The COMMERCIAL NATIONAL BANK 
~~ __and TRUST COMPANY of NEW YORK 


age 


FPIFTY-SIX WALL STREET 


Member: 
NEW YORK CLEARING HOUSE ASSOCIATION FEDERAL RESERVE SYSTEM 





ATTRACTIVE ILLUSTRATION AND BREVITY OF COPY 
TYPIFIES THE ADVERTISING OF THE COMMERCIAL 
NATIONAL BANK & TRUST COMPANY OF NEW YORK 











TRUST COMPANIES 


The enlarged facilities, as provided in the new home 
of The Fifth Third Union Trust Co., are 


available in all fiduciary matters. 


WM. A. STARK, Vice-President and Trust Officer 


the FIFTH THIRD [JNION TRUST <> 


CINCINNATI, OHIO 
MEMBER FEDERAL RESERVE SYSTEM 





SPLENDID NEW HOME OF FIRST CITIZENS TRUST 
AND SAVINGS BANK 


The recent opening of the new home of 
the First Citizens Bank & Trust Company of 
Utica, N. Y., is concrete evidence of the dom- 
inant position and a mark of the courage 
which has signalized the rise of this institu- 
tion. Extensive alterations to the main offttce 
building have provided excellent modern fa- 
cilities for accommodating a commercial 
banking business amounting to nearly fifty 


millions of resources. The merger in 1931 


of the three largest banks in Utica, the 
Utica Trust & Deposit Company, Citizens 


First Bank & Trust 
very considerable 


and 
necessitated a 


Trust Company 
Company 


INTERIOR OF THE MAIN BANKING ROOM OF THE FIRST 


enlargement for the concentration of the 
banking services of the new bank, which 
have now been consummated with the ad- 
vantages of prevailing low construction costs. 
Arrangement of the tellers’ cages near the 
entrance make for the convenience of the ma- 
jority of patrons, while the locations of note- 
tellers’ and loan officers’ cages at the rear 
give desired privacy. Executive offices and 
committee rooms are on the second floor, and 
auxiliary banking departments are located 
on the floor above. 

To insure adequate facilities for the rap- 
idly growing trust department, the former 








CITIZENS BANK & TRUST COMPANY OF UTICA 

























home of the Utica Trust & Deposit Company 
has been remodeled as the trust office, lo- 
eated a block from the new banking office. 
Fiduciary funds held by the bank on June 
30th amounted to more than 36 million, With 
the concentration of trust facilities the di- 
rectors announced the return of Graham Covy- 
entry as vice-president in charge of the real 
estate and ‘public relations departments after 
a year’s leave of absence during which he 
was connected with the Reconstruction Fi- 
nance Corporation. 





HANDSOME BUILDING OCCUPIED BY THE FIRST 
CITIZENS BANK & TRUST COMPANY OF UTICA 


Full advantage of the effects of public 
opinion was taken throughout the period of 
construction by consistent use of the keynote 
of “A Utica Job Done by Uticans,” and the 
stimulus given to local labor and materials. 
Advertising of the opening was accomplished 
on a budget of $1,000, avoiding any implica- 
tion of extravagance, but fully effective 
through cooperation of contractors. Empha- 
sis has likewise been placed on the historical 
derivation of the bank’s name' from the 
founding in 1812 as the Bank of Utica when, 
as agency for the Government, payments 
were made to soldiers and sailors fighting 
on Lake Erie. 


TAXES UNDER POWER OF APPOINTMENT 

A recent federal case calls attention to the 
instances in which, through non-exercise of 
the power of appointment, savings can be 
made in federal estate taxes. In this case 
the legal heirs to the property over which 
testator exercised his power of appointment 
were the same as those appointed by his will 
to receive it, and his taxable estate was in- 
creased by the value of such property. The 
trust company public would doubtless like 
to learn of such possibilities for savings, and 
trust departments could well build good-will 
by publicity indicative of availability of such 
services. 
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Business 


Life Insurance 
Can Help Now 


A MAN — his 


knowledge, personality, or driving 
force—may be the biggest asset a 
business has in times like these. Is 
there such a man in your business? 

Ask the John Hancock agent in 
your locality to outline a method of 


applying life insurance to any busi- 
ness so that the earning power of 
one or more individuals may be 
capitalized with a view to strength- 
ening credit. 


Lire INSURANCE COMPANY 

QF BOSTON, MASSACHUSETTS 
A mutual dividend-paying company 70 years 
in business. Among the strongest in reserves 
and assets. Paid policyholders in 1932 over 
100 million dollars. Offers every phase of 
personal and family protection including An- 
nuities and also Group forms for firms and 
corporations. 


T.¢ &. 8-33 








COLT ELECTED FINANCE COMMISSIONER 

The appointment of John Colt, president 
of the Princeton Bank & Trust Company of 
Princeton, N. J., by Governor Moore as State 
Finance Commissioner is to be highly com- 
mended as a long step forward in the pro- 
gram for businesslike control of state expen- 
ditures. The position was created by an act 
of the 1933 legislature of New Jersey as part 
of the fiscal reform program recommended in 
the survey of state government conducted by 
Princeton University under the direction of 
Harold W. Dodds, president of the univer- 
sity, and by whom Mr. Colt was recommend- 
ed. The commissioner is vested with author- 
ity to curtail or suspend appropriations made 
by the legislature and to reduce unnecessary 
personnel in the various state departments. 

Because of the broad responsibilities, Mr. 
Colt will divorce himself from all private 
business interests. He was born in Kansas 
City, Mo., in 1890 and educated at Princeton 
University. Following graduation in 1914 
and service in the army during the war, Mr. 
Colt returned to teach in the department of 
politics of the university, resigning in 1928 
to become vice-president of the Princeton 
Bank & Trust Company, which he _ subse- 
quently headed. 















A new law passed by the last Session of 
the Utah legislature, to be effective January 
1, 1934, provides that no institution may ac- 
cept new trust business unless it has a paid- 
up capital and surplus of at least $100,000, 
and secures a certificate of compliance with 
the law. Institutions not desiring to come 
under the law may, however, continue to ad- 
minister old trusts to extinction, The main 
Purpose of the law js to set up separate 
funds for the protection of trusts so that 
there may be peace between the Warring in- 
terests of trust beneficiaries on the one side 
and depositors and general creditors of the 
bank on the other, first. by Segregation of 
-apital, which must be plainly shown in the 
published Statements of the banks, and must 
be maintained So that its market value will 
never be less than the amount shown on the 
last published Statement. 

In towns with a population of less than 
15,000, it is provided that $10,000 shall be 
Set aside and the Bank Commissioner, in his 
discretion, may require that this be raised 
to $25,000; in towns with a population from 
15,000 to 100,000, $25,000 must be set aside 
and the Bank Commissioner may require this 
to be raised to $50,000; in towns with popu- 
lations of over 100.000, that is. Salt Lake 
City, $25,000 must be set aside and this may 
be raised to $100,000. This Segregated capi- 
tal, in the form of Securities approved by 
the Commissioner, is to be deposited with 
the State Treasurer or With another institu- 
tion having a capital and surplus of not less 
than $250,000 on a trust or safekeeping re- 
ceipt; national banks may deposit with the 
Federal Reserve agent for the district. This 
segregated capital is subject to the joint or- 
der of the State Treasurer and the Bank 
Commissioner and is to be used in case of 
liquidation for the satisfaction of trust 
claims, but only on order of a court of com- 
petent jurisdiction. 

After all trust claims are Satisfied, if any- 
thing is left of this segregated capital, it 
may be used for Satisfaction of other claims 
against the institution, On the other hand. 
if there is any other surplus capital of the 
bank after the satisfaction of claims of de- 
positors and seneral creditors, this surplus 
capital may be applied to trust claims if the 
segregated capital is not sufficient. 


The Act provides that trust funds Shall be 
invested or distributed as soon as practicable. 
This provision gets its teeth from a further 
provisions that any uninvested trust funds 
kept in the institution's own commercial or 
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DIGEST OF UTAH ACT RELATING TO TRUST COMPANIES 


Savings departments Shall be 100 per cent 

secured, that is, there must be put up as 

Security, in this case With the trust depart- 

ment, an equal value of cash or Securities of 

the kinds previously stipulated for the segre- 
gated capital. However, if the trust instru- 
ment expressly provides that uninvested 
funds may be kept in the commercial or say- 
ings department of the institution. then it 
is not necessary to provide any security. In 
that event, the funds will rank With other 
deposits Without preference. If the instru- 
ment creating a trust leaves the investment 
of funds to the discretion of the trustee in- 
Stitution. this discretion must be exercised 
by the directors, either as a body or through 
a committee. 

NATIONAL BANKS AS SUCCESSOR 
TRUSTEES 

Many legal difficulties have arisen in con- 
nection with the merger or consolidation of 
State banks and trust companies as to their 
rights, after consolidation, to continue to 
exercise their functions as executors and 
trustees. A number of states, following the 
decision in the case of er parte Worcester 
County National sank (Mass. ) aio, U. S. 
5347, have held that a national] bank does not 
Succeed to the trusts of a State bank which it 
has absorbed. Other States, including New 
York, have provided by statute for the con- 
tinuance of trusts in case of such mergers 
or consolidation. 

The Banking Act of 1933, iby amending the 
Act of 1927, has clearly taken into account 
this situation and has directly authorized the 
continuance of trusteeships in a case of con- 
Solidation of two or more national banking 
associations and has extended its provisions 
to cover consolidations where a national bank 
and a state bank are involved as far as Dos- 
sible. The purpose of the amended Act is 
to make successorship of national banks to 
trusts held by merged State banks automatie, 
This would remove one obstacle in the ex- 
pansion of national banks. Since the ad 
ministration of trusts is a matter peculiarly 
Within the jurisdiction of the courts, the 
effectiveness of the new provisions of the 
Banking Act of 1933 will remain in doubt 
until the courts have construed the provyi- 
sions of the Act and have taken into eon- 
sideration the laws of the Various states. 

Uniform laws, both federal and state gov- 
erning this unusually important subject. 
would end discussion and prevent unneces- 
Sary litigation, 
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Empire Crust Company 


MAIN OFFICE: 


Equitable Building 
120 BROADWAY, NEW YORK 


FIFTH AVENUE OFFICE: 
- Empire Trust Company Building 
3580 FIFTH AVENUE. Corner 47th Street 


HUDSON OFFICE: 


Metropolitan Opera Building 
1411 BROADWAY, Corner 39th Street 


LONDON OFFICE: 


28 CHARLES STREET, HAYMARKET, S.W. 


AGENT FOR THE SALE OF UNITED STATES, NEW YORK STATE and PENNSYLVANIA 
STOCK TRANSFER TAX STAMPS 


Empire Safe Deposit Company 


SAFE DEPOSIT VAULTS AT ALL OFFICES 
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A BANK AND THE “CENTURY OF PROGRESS’ EXPOSITION 


Visitors to the Century of Progress Expo- There is also on the Thebaud a fine collec- 
sition at Chicago get a touch of the old sail- tion of models of the Gloucester shipping ves- 


ing ship atmosphere aboard the 


schooner’ sels which depict the development of fishing 


Gertrude L. Thebaud. pride of the Gloucester schooners. 


fishing fleet, which represents Mas- 
sachusetts at that exposition. On 
board the Thebaud is an industrial 
exhibit of Massachusetts, as well as 
a very complete and interesting ma- 
rine museum, 

The State Street Trust Company 
of Boston has loaned a collection of 
marine pictures showing vessels fa- 
mous in the maritime history of 
Massachusetts. This is a form of 
publicity which the State Street 
Trust Company has carried on for 
over a quarter of a century. Here 
are whaling ships, clippers that 
made trans-Atlantic and_ trans- 
Pacific records, tragedies which 
show the sinking of ships ‘by whales, 
and pictures of famous yacht races. 
Many of the most interesting ships 
that made New England known in 
ports of the Seven Seas are shown 
in this collection. 








THE PRIVATEER “GRAND TURK” OF SALEM, WHICH SAILED 
TO CANTON AS EARLY AS 1786, AND WHICH Is ONE OF 
STATE STREET TRUST’S COLLECTION OF PAINTINGS AT THE 


EXPOSITION. 
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THE FOSTER MOTHER OF PEARLS 
The trim-kept files and monotonous legato 


of daily trust department operation are 
searcely calculated to yield Arabian Night 
romances. Nevertheless, in the vaults and 


archives of our large trust companies, where 
custodianship and care are exercised over in- 
heritances, trusts and the treasures of the 
living and the dead, there is abundance of 
rich material which yield “tales stranger 
than fiction.” Operating a circus, racing sta- 
bles, princely estates, breweries, preserving 
Egyptian mummies, casting ashes of the dead 
to the four winds and conducting orphanages 
for pet cats, all these are in the day’s work 
and have lost their novelty. 

The latest bit of “thriller-lore’’ comes from 
the steel-ribbed trust vaults of the venerable 
City Bank Farmers Trust Company of New 
York. Down four stories below the highway 
level, there is enacted for one hour each week 
of the year a little scene which might be 
dramatized as “The Fancy Prisoner and the 


Pearls.” The more facetious might style 
it “Pearl Necking.” At a scheduled time 
each week, the ponderous vault gates are 


opened to admit a fair brunette maiden, in 
vulgar common life employed as a secretary 
for one of the officers of the trust company. 





FLORENCE MUNK 


’ 


the heroine of the romance ‘‘The Girl and the Pearls’ 
enacted weekly in the vaults of the City Bank Farmers 
Trust Company 
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For one hour this maiden becomes a princess 
of the royal blood. As she enters the uni- 
formed warder of this modern dungeon keep 
places about her soft neck a string of pearls, 
such as might rival the Taj Mahal in far 
away Agra. For one precious hour Miss 
Florence Munk of the Trust Vault wears this 
king’s ransom, valued on the books at $250,- 
000, and then sadly returns to her prosaic 
duties to await a similar ceremony the fol- 
lowing week. 

The prelude to this latest Trust Tale is 
that pearls, confined to vaults lose life 
and luster, unless taken at intervals from 
their confinement and exposed to the light 
or what is best of all, privileged to adorn 
the bare neck of a healthy and necessarily 
attractive young girl, thus receiving a new 
baptism of vitality. The string of pearls 
in this story are part of the assets of a man 
of affairs whose wisdom prompted him to 
leave the affairs of his estate and the care of 
his tangible as well as other assets in the 
custody of the trust company. Acting upon 
formal instructions of the owner the trust 
company is required to release the impris- 
oned pearls one hour a week in the manner 
described and thus to prevent an important 
part of the trust from becoming a “frozen 
asset.” 


BANK USES OF AIR MAIL 

Tremendous strides that have been made in 
the speeding up of the air mail were force- 
fully brought to the nation’s attention when 
the Postmaster General suggested that federal 
officers should abandon their use of the tele- 
graph in favor of the air mail for all matters 
requiring speedy handling. 

The introduction of new planes has greatly 
reduced the time taken from coast to coast 
so that New York is now only half a busi- 
ness day from San Francisco. Mail leaving 
New York about noon reaches the coast be- 
fore the opening of business the following 
day. Mail posted in Chicago will be deliv- 
ered on the Pacific Coast, in Boston, Dallas, 
or many other cities, without the loss of a 
single business day, and similar arrange- 
ments are in force between other centers that 
permit the saving of much valuable time in 
the conduct of business correspondence in 
all matters requiring expedition that affect 
the business of banks and trust companies 
in their inter-bank and customer relations. 
Air mail thus proves especially valuable in 
making reserve funds more quickly available 
and for dispatch of notes for collection or 
credit, trust agreements and drafts and 


checks. 
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THE HOUSE OF ROTHSCHILD 

The following letter which appeared re- 
cently in the New York Times is interesting 
in view of the “Gold Rush” of the early 
months of this year, and the exploding of the 
conversion fallacy : 

“An amusing anecdote is related as having 
happened to the Bank of England, which had 
committed the great disrespect of refusing 
to discount a bill of a large amount drawn 
by Anselm Rothschild of Frankfort on Na- 
than Rothschild of London. The Bank had 
haughtily replied that they ‘discounted only 
their own bills, and not those of private per- 
sons.’ But they had to do with one stronger 
than the Bank. ‘Private persons!’ exclaimed 
Nathan Rothschild, when they reported to 
him the fact. ‘I will make these gentlemen 
see what sort of private persons we are!’ 

“Three weeks afterward, Nathan Rothschild 
—who had employed the interval in gather- 
ing all the £5 notes he could procure in Eng- 
land and on the Continent, presented himself 
at the Bank at the opening of the office. He 
drew from his pocketbook a £5 note, and they 
naturally counted out five sovereigns, at the 
same time looking quite astonished that the 
Baron Rothschild should personally trouble 
himself for such a trifle. The Baron exam- 
ined one by one the coins, and put them into 
a little canvas bag; then, drawing out an- 
other note, a third, a tenth, a hundredth, put 
the pieces of gold into the bag after scrupu- 
lous examination, in some instances trying 
them in the balance, as ‘the law gave him 
the right to do,’ continuing till the close of 
the Bank. The Baron had employed seven 
hours to change £21,000. But as he had nine 
employees of his own engaged in the same 
manner, it resulted the House of Rothschild 
had drawn £210,000 in gold from the Bank, 
and he had so oceupied the tellers that no 
other person could change a single note. 

“Everything which bears the stamp of ec- 
centricity has always pleased the English. 
They were, therefore, the first day very 
much amused at the pique of Baron Roth- 
schild. He returned the next day at the 
opening of the Bank. They laughed no long- 
er when the king of bankers said with irony: 
‘These gentlemen refused to pay my bills; I 
have sworn not to keep theirs. At their leis- 
ure—only I notify them that I have enough 
to employ them for two months!’ 

“For two months! Eleven millions in gold 
drawn from the Bank of England which they 
have never possessed. The Bank took alarm. 
There was something to be done. The next 
morning a notice appeared in the journals 
that henceforth the Bank would pay Roth- 
schild’s bills the same as their own.” 


FINANCING THE CONSUMER 

Declaring that the appearance of overpro- 
duction is founded upon tthe actuality of un- 
derconsumption, Arthur J. Morris, president 
of the Morris Plan Company of New York 
says, “The necessity for the cultivation of 
purchasing power is so obvious as to preclude 
elaboration, but are we to assume that this 
purchasing power is to be a ‘cash and carry’ 
element while the productive power continues 
to employ the greater productive latitudes of 
credit? If Government, industry and busi- 
ness are to continue on their basic structure 
of credit, is the consumer expected to match 
his cash buying resources against the much 
greater latitudes of production credits? 

“Purchasing power must have access to the 
same enabling mediums of credit and I can 
see no other course to permanent stabiliza- 
tion as long as the nation is geared to mass 


production as an ineradicable part of our 
national life.” 
An analysis of the June 30th balance 


sheets of fifty-five industrial companies is ° 
cited as positive evidence of the broad re- 
covery in business. Thirty-four of the com- 
panies included in the study showed im- 
provement in their net quick position since 
December 31, 19382. The expansion in busi- 
ness is reflected in the fact that forty-two 
of the fifty-five companies showed gains in 
receivables, twenty reported increases in in- 
ventories and seventeen improved their net 
cash position. Of the forty-seven companies 
in the that 


group gave comparable — six- 
months’ income statements, thirty reported 


increases. 


BANKS AS INSURANCE AGENCIES 

In a recent address by Walter Bennett, 
secretary-counsel of the National Association 
of Insurance Agents, banks are scored for in- 
vasion of the insurance fieiu because of the 
diversity of the two interests and the moral 
danger arising from the inherent coercive 
power of credit. Exemption is made, how- 
ever, of banks in the smaller communities 
where services of the insurance agent are not 
available, and in explaining the doctrine es- 
poused before the last session of Congress, 
Mr. Bennett points out the harmful effects 
of furtherance of this practice under branch 
banking. 


H. Warner Martin, president of the Trust 
Company of Georgia, and vice-president of 
the First National Bank of Atlanta, has been 
appointed by the governor of the Federal Re- 
serve Board to act as his assistant. 
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PAST AND PRESENT CALIFORNIA BANKERS ASSOCIATION PRESIDENTS: LANE D, WEBBER, W. A. 
KENNEDY, HERBERT H. SMOCK, “JERRY’’ SULLIVAN, WILL MORRISH AND W. D. LONGYEAR 


PROGRAM FOR AMERICAN BANKERS ASSOCIATION CONVENTION 


A program of unusual excellence has been 


prepared for the approaching annual con- 
vention of the American Bankers Association, 
to be held in Chicago September 4th to 7th. 
Leading figures among the Administration’s 
financial and reconstruction officials will dis- 
cuss the country’s outstanding problems of 
recovery and the part which banking must 
take therein. 

At the opening general session on Tuesday, 
September 5th, following President Sisson’s 
opening address, which will present the case 
for the banks in the political and financial 
controversies which have surrounded them 
during the past four years, Eugene R. Black, 
Governor of the Federal Reserve Board, will 
deliver an address under the title “Forward.” 
On Wednesday, September 6th, an address, 
“Why the American Banking System?’ will 
be delivered by Harold Stonier of the A. B. A. 
followed by George V. McLaughlin, presi- 
dent of the Brooklyn Trust Company and 
president of the New York State Bankers 
Association, who will speak on ‘The Need 
for Revision of the Glass-Steagall Act and 
a Sane Legislative Program for Banking.’’ 


At the closing general session on September 
7th Comptroller of the Currency J. F. O’Con- 
nor will make the opening address, to be fol- 
lowed by A. A, Berle, Jr.. who will speak on 
“Some Essentials of a Sound Banking Sys- 
tem.” 

The Trust Division meeting will be held 
Monday, September 4th, with President R. M. 
Sims presiding. Following the president’s 
address, the Comptroller of the Currency will 
give his views on “Trust Departments and 
the Bank Holiday.’ Joseph V. McKee, presi- 
dent of the Title Guarantee & Trust Com- 
pany of New York, and former mayor of that 
city, will address the trust men on “The Real 
Estate Mortgage Problem.” 

Banking practice, particularly the limits 
within which banks are to compete with each 
other for business, may be determined un- 
der a national banking code under consid- 
eration by the American Bankers Associa- 
tion. Such a code is purposed to define the 
extent to which banks will compete for de- 
posits. trust accounts and other business by 
offering special services. 








THE PUBLIC RELATIONS CONFERENCE 

The questions of the public relations of 
banks and trust companies to their present 
and prospective customers are to be discussed 
at the annual meeting of the Financial Ad- 
vertisers Association, which is to be held at 
the Waldorf Astoria Hotel in New York from 
September 11th to 14th. 

Three years of adversity have persuaded 
many bankers that some part of their present 
difficulties may be laid to their advertising 
and related publicity. The lack of public 
confidence has shown them that their wel- 
fare, or even their existence, was bound up 
With a public psychology ignorant of the first 
principles of banking, It is widely felt that 
one of the lessons learned is that the pub- 
licity which is given to banks must be more 
frank and educational in nature. 

There is need of bringing to a closer agree- 
ment the objectives of the traditional banker 
attitude, that the bank is of interest only to 
its customers and no affair of the general 
public, and of the commercial point of view 
of the advertising man, which measures re- 
sults only in the number of new depositors 
or the dollars of new business obtained, Both 
these attitudes have often led to disaster, 
the one through the complete ignorance of 
the bank’s affairs on the part of the general 
public, the other through the unstable nature 
of the depositors or business so acquired. 
By recrystalization of banking opinion it is 
hoped that new and informative advertising 
programs will result. 

Outstanding banking figures who will ad- 
dress the convention include Francis H. Sis- 
son, president of the American Bankers As- 
sociation and vice-president of the Guaranty 
Trust Company of New York: James L. 
Walsh, vice-president of the new National 
Bank of Detroit; Henry Bruere, president of 
the Bowery Savings Bank, New York; Col. 
Allan M. Pope, recently president of th 
Investment Bankers Association of Americ: 
and president of the First of Boston Cor- 
poration: Thomas R, Preston, past president 
of the American Bankers Association and 
president of the Hamilton National Bank, 
Chattanooga, Tennessee: John H. Puelicher, 
president of the Marshall & Ilsey Bank, Mil- 
Jayard F. Pope. executive vice- 
of the Marine Midland Corpora- 
tion: and Guy Emerson. vice-president of 
the Bankers Trust Company in New York 
City. who is now engaged in the preparation 
of a constructive banking legislative program 
to be presented to Congress. 

At the trust development conference, Sam- 
uel Witting. second vice-president, Contin- 
ental Illinois National Bank & Trust Com- 


waukee ; 
president 
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pany of Chicago, will discuss uncertainties 
of trust new business activities; John Rem- 
ington, vice-president, Lincoln-Alliance Bank 
& Trust Company of Buffalo, will speak on 
training of trust solicitors; Harvey Weeks, 
assistant vice-president, Central Hanover 
Bank & Trust Company, is to speak on mer- 
chandising of trust services, and Sheldon 
Stirling, assistant treasurer, Union & New 
Haven Trust Company of New Haven, Conn., 
on direct mail in trust selling. Other speak- 
ers will include Norval A. Hawkins, former 
general sales manager of the Ford Motor 
Company, and Elton Bragg, manager, Guard- 
ian Life Insurance Company of New York. 


PACIFIC COAST TRUST CONFERENCE 

The Eleventh Regional Trust Conference 
of the Pacific Coast and Rocky Mountain 
States will be held in San Francisco, October 
26th and 27th, it is announced by R. M. 
Sims, president of the Trust Division of the 
American Bankers Association and vice-presi- 
dent of the American Trust Company, San 
Francisco. The St. Francis Hotel will be 
conference headquarters. 

Frank H. Lougher, trust officer Anglo- 
California National Bank, San Francisco, it 
is announced, is general chairman of the 
conference committee. The conference re- 
gion embraces the states of Arizona, Cali- 
fornia, Colorado, Idaho, Montana, Nevada, 
New Mexico, Oregon, Utah, Washington and 
Wyoming, 

A bank once decided to circularize its 
women customers on the advantages of pro- 
tecting children through trusts. It was an 
excellent idea—the only drawback being the 
fact that a large percentage of the recipients 
of the messages was correctly addressed as 
“Miss.” Some of the elder spinster custom- 
ers considered the bank was a bit too solic- 
itous in their behalf. 





192 


PROTECTIVE CLAUSES IN TRUST 
AGREEMENTS 


There have been frequent court decisions 


and discussions regarding the effect of 
clauses in wills and trust deeds which are 
inserted for the purpose of exonerating trus- 
tees from liability except for willful or gross 
neglect. Testators who select responsible 
trust companies as executors and trustees 
have ordinarily provided that the trustees 
may invest and reinvest in such securities 
as they may deem best without being limited 
to the laws governing the investment of trust 
funds. Deeds of trust are also likely to 
contain clauses of this kind. In view of the 
ability which trust companies have shown in 
handling trust investments without limitation 
and in view of the care which they have 
taken in selecting the best, it is obvious that 
testators and creators of trusts have good 
reason for granting broad powers to their 
trustees. Quite naturally, courts have been 
lenient in protecting trustees who have been 
given broad powers and have held them 
liable only in the very few cases of neg- 
lect or wilful default. 

A new phase of the situation so far as the 
law is concerned has arisen. There are those 
who contend that by reason of the fact that 
trust companies are skillful and efficient as 
executors and trustees and promote their 
work by representing that they have skilled 
and efficient officers and investment commit- 
tees, the court should therefore hold them to 
a far stricter liability than they do individ- 
ual trustees who are not specialists. In other 
words, any act by a corporate trustee which 
falls short of closely superintending the trust 
should ‘be presumed to be gross negligence 
and not excused by the provisions of the will 
or trust deed. 

The long established rule governing the 
general conduct of trustees has been that 
they shall act with the care and prudence of 
the average business man. ‘Trust officers and 
officials may be justly proud of the fact that 
they are considered to have the care, pru- 
dence and ability of more than ordinary 
business men. This is a compliment to their 
efficiency. Any suggestions, therefore, that 
the well established court decisions of the 
country should be amended to hold them re- 
sponsible for other than gross neglect of duty 
is absurd. 

Fay E. Wright, Edwin Harris, II and AI- 
bert D. Stewart, Jr., have been elected as- 
sistant trust officers of the Rochester Trust 
& Safe Deposit Company. 
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PAYMENT OF INTEREST UPON TRUST 
CASH 

A conflict exists between provisions of the 
Glass-Steagall Act which prohibit the pay- 
ment of interest upon demand deposits and 
the specific requirements of various states, 
including New York, which call for the pay- 
ment of 2 per cent interest on trust fund 
balances which have always been carried as 
demand deposits. The Corporate Fiduciaries 
Association has recommended to its members 
that they set aside the interest accrued on 
such trust cash since June 15th in a reserve 
account pending an official ruling on the 
question. 

Certain of the country banks have solved 
the question for themselves by transferring 
such trust cash to their special interest de- 
partment as regular pass book accountants. 
This avoids the problem entirely. 

DEMAND DEPOSITS HELD IN SPECIAL 

TRUST ACCOUNTS 

The New York World Telegram calls at- 
tention to what it describes as a violation 
of the agreement under which banking in- 
stitutions during and after the holiday ac- 
cepted new deposits in special trust, with- 
drawable on demand and to be held in cash 
or in government bonds in accordance with 
the terms of the holiday proclamations. 

It is reported that in spite of the clear 
language of the Treasury regulation and the 
Emergency Banking Act permitting no re- 
strictions on the withdrawal of such trust 
deposits, these funds are actually being 
seized as an offset by conservators or re- 
ceivers under a ruling from the Comptroller 
in cases where the depositor is a debtor to 
the institution and has been unwilling to pay 
his debt. The matter is considered one for 
legal determination. Comptroller of the Cur- 
rency J. F. T. O’Connor has expressed sur- 
prise over the complaints, stating that he 
considers the action of conservators in this 
connection to be just and equitable. 


INTEREST ON MUNICIPAL DEPOSITS 

In view of the fact that the Banking Act 
of 1933 prohibits the payment of interest on 
demand deposits, except where payment of 
interest upon the funds of state or municipal- 
ities or their sub-divisions is required by 
state law, Governor Lehman of New York 
has urged the enactment of a law specific- 
ally requiring the payment of interest on the 
funds of school districts and municipalities 
where the existing law does not definitely so 
provide. The finance law of the state is 
specific upon the requirement of interest on 
deposit of state monies. 
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UTAH DECISION ON TRUST FUNDS 

That a special responsibility devolves upon 
a bank for trust funds used in “self-dealing” 
was affirmed by District Judge Eugene Pratt 
in a recent case involving the closing and 
liquidation of the Ogden State Bank of 
Ogden, Utah, and such funds may be return- 
able to the trustor on demand. 

The decision was rendered in the case of 
Marinda Ellen Child, who had delivered 
$10,000 to the bank. The court held that the 
money had never become the property of the 
bank, but was property held by the institu- 
tion in trust under and pursuant to the trust 
agreement involved in the case. 

The court further held that the delivery 
of the note and participating interest in the 
mortgage involved in the case by the bank 
to itself as trustee was self-dealing by the 
trustee in its own property with trust funds 
and was voidable by the plaintiff. The judge 
cited that the plaintiff had not accepted or 
ratified the act by the trustee, but had in 
open court rejected such delivery; that the 
plaintiff is entitled to the return of the 
$10,000 out of such funds or property in the 
hands of the bank commission as the plain- 
tiff may be able to trace at a general mar- 
shalling proceedings of all trust matters in 
the bank. 

The decision further states that if the 
plaintiff is unable to trace the full $10,000 
into a fund from which it may be paid, or if 
traced into such funds, and there is insuffi- 
cient money to pay the amount in full, or if 
traced into property other than cash which 
is insufficient to satisfy the full amount, the 
plaintiff. is entitled to a judgment for any 
deficiency. Such a judgment would be a gen- 
eral claim against the assets of the bank in 
the hands of the bank commissioner. 


PURCHASE OF STOCK IN OTHER CORPORATIONS 
BY MEMBERS OF FEDERAL RESERVE SYSTEM 


Under the Banking Act effective June 16, 
1933, it is provided that state member banks 
may not purchase stock in another corpora- * 
tion other than in certain cases permitted 
by law. In any ease stock in another na- 
tional bank may not be purchased, but the 
Federal Reserve Board has ruled that the 
Act is to be construed to the effect that the 
law does not forbid a member bank to con- 
tinue to hold corporate stocks which were 
lawfully acquired prior to June 16, 1938. 
This does not mean, however, that a state 
member bank is authorized to hold stocks 
which may have been acquired by it in vi- 
olation of the provisions of any conditions 
of membership accepted at the time of its 
admission to the Federal Reserve System. 


PREPAYMENT BY TRUSTEE OF UNCOLLECTED 
INCOME 


(Trustee may be reimbursed out of 
future income where uncollected income 
has been paid to beneficiary.) 


A recent decision of the Superior Court 
of Pennsylvania relates to payment of in- 
come to beneficiaries by a trustee in advance 
of collection of income. Nauman died in 
1924, leaving his residuary estate to his sis- 
ter Elizabeth Allen and the Lancaster Trust 
Company as trustees, the income to be paid 
to Elizabeth Allen for life. The trust com- 
pany became the active trustee and for years 
had forwarded quarterly statements to Eliz- 
abeth Allen. The statements did not dis- 
tinguish between collected and uncollected 
items, but the check accompanying them was 
for the aggregate amount for interest due. 


In 1932 the trust company was taken over 
by the Banking Department. It was found 
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that the trust company had 
Elizabeth Allen over $1,700, 
terest due, but not yet collected, The bene- 
ficiary did not know that the interest she 
received had not been paid to the trustee. 
The court decided that all income collected 
by the Department of Banking must be paid 
to the beneficiary ; that the payment of un- 
eollected interest by the trustee was without 
authority ; that such voluntary payment cre- 
ated at most the relationship of debtor and 
creditor and that the situation was not 
changed by the fact that the trust company 
had closed. It was further decided that the 
trustee could reimburse. itself for the ad- 
vancements paid to the beneficiary out of 
uncollected income if and when the income 
was collected. 


RIGHT OF ceeueeie"  geamel LIFE INSUR- 
A 


(Beneficiaries of life 
usually protected against the 
creditors of the deceased.) 


insurance are 
claims of 


In the recent case of Addiss vs. Selig, de- 
cided by the Supreme Court, New York, it 
appeared that Selig delivered to Meinhard in 
1924, twenty-five promissory notes each in 
the sum of $1,000, payable annually over a 
period of twenty-five years. The first five 
notes were paid, but at the time of decedent’s 
death the remaining twenty notes had not 
been paid. Prior to 1927, Selig had taken 
out insurance amounting to $155,000 under 
policies which named his wife as beneficiary. 
The premiums for the insurance policies, 
amounting to more than $500 a year, had 
been paid by Selig out of his own funds and 
upon his death the widow received the entire 
proceeds of the policies amounting to over 
$100,000. Selig died insolvent and at the 
time of his death Meinhard was dead. Mein- 
hard’s executors on behalf of themselves and 
other creditors brought suit to reach the por- 
tion of the insurance received by his widow 
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which was purchased by premiums in excess 
of $500 a year paid by the insured with his 
own funds. Section 55A of the Insurance 
Law of New York, passed in 1927, exempts 
the entire proceeds of a policy payable to a 
designated beneficiary from the claims of the 
creditors of the insured, except the amount 
of premiums paid in fraud of creditors. The 
court held that although the claims of cred- 
itors may have arisen prior to the date of the 
law of 1927, the creditors had no right to 
the payments of insurance. 


DOUBLE LIABILITY OF TRUST COMPANY AS 
OWNER OF NATIONAL BANK STOCK 


The Lawrence Trust Company of Law- 
rence, Mass., owned 100 shares of the capi- 
tal stock of the State National Bank in Lynn, 
paid for from funds of the savings depart- 
ment. The receiver of the State National 
Bank of Lynn sought to hold the trust com- 
pany for double liability. In Baldwin vs. 
Commissioner of Banks, the Supreme Court 
of Massachusetts decided that there was no 
reason why a savings department of a trust 
company owning shares of stock in a na- 
tional bank should not be held liable to an 
assessment. 


COURT RULES FOR STOCKHOLDERS 
(Michigan case holds 100 per cent as- 
sessment unconstitutional. ) 

The first test case in Michigan on the 
validity of the State banking commissioner’s 
power to levy stock assessments under pro- 
visions of recent emergency banking legis- 
lation, has been lost with a decision handed 
down here by Probate Judge Owen J. Gavi- 
gan. The judge denied a petition of the 
Ludington State Bank asking a 100 per cent 
assessment against a block of stock held on 
the bank’s books under the name of the 
William Rath estate. 
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Judge Gavigan contended the powers given 
the state banking commissioner to levy 
stock assessments are dictatorial and uncon- 
stitutional. He said a 100 per cent assess- 
ment was not justified in the case of the 
local bank. As a test case, the litigation un- 
doubtedly will go to the circuit court here 
and then to the State Supreme Court for 
final decision. Walter Kirby, assistant at- 
torney general attached to the State Banking 
Department, represented the state at the 
probate hearing. 


LOSS DEDUCTIBLE WHEN PERSONAL PROPERTY 
IS SOLD TO PAY SPECIFIC LEGACIES 


(Losses in selling personal property to 
pay legacies may be deductible in deter- 
mining Inheritance Tax.) 

In the recent case of Bollin, decided by the 
Supreme Court of Minnesota, the testator 
had left certain specific bequests to individ- 
uals with the direction that Inheritance Tax 
be paid out of the estate. The personal prop- 
erty was appraised at over $200,000. During 
administration this property was sold at a 
loss of over $35,000 in order to pay the spe- 
cific bequests provided for in the will. The 
court decided that this loss was an expense 
of administration and properly deductible 
from the total sum with which the residuary 
legatees are chargeable for Inheritance Tax 
purposes and they were therefore chargeable 
only with the value of the property which 
they actually received. Under any other 
ruling it might frequently happen that the 
state would impose upon residuary legatees 
an Inheritance Tax in excess of the value 
which they received, 


DETERMINATION OF VALUE OF REMAINDER 
FOR ESTATE TAX 


(Where a remainder becomes vested 
the value thereof for tax purposes is 
determined by deducting from principal 
the value of the intervening life estate.) 
Testator created a trust providing for a 

residuary estate, the net income of the trust 
to be paid to the widow during her lifetime 
and upon her death the remainder to be paid 
in equal portions to a sister and niece, if 
both survived him. If one of the two should 
die before the termination of the trust the 
entire remainder should be delivered to the 
survivor. The sister died and the remainder 
became absolutely vested in the niece, but 
her right of possession and enjoyment of 
the estate was delayed during the continua- 
tion of the trust. Under these circumstances 
the Surrogate, in the estate of Thompson. 
Bronx County, New York, decided that the 
tax upon the transfer to the niece might now 
be fixed and determined in accordance with 
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the ultimate transfer of the property as pro- 
vided in section 230 of the tax law and that 
the transfer tax should be determined by de- 
ducting from the trust principal the value 
of the widow’s life estate at the time of the 
death of the sister of the decedent. 


PECIFIC CONTRACT ey UPSET A SECRET 
Ww 


(Validity of a contract upheld as 
against a subsequent secret will.) 

In Waggert vs. Jackson, recently decided 
by the New York Supreme Court, it appeared 
that a husband and wife who had lived hap- 
pily together for forty years and who were 
childless, executed in 1875 mutual and re- 
ciprocal wills. Each will provided that in 
the event of the death of the other, all prop- 
erty would go to the survivor. It appeared 
that the mutual wills were made after an 
oral agreement to the effect that each prom- 
ised to make mutual wills and each designate 
the other executor or executrix. The wife 
died in 1931. In July, 1930, she made a secret 
will contrary to the oral agreement of the 
parties and contrary to the mutual wills 
made in 1895 in which she left her property 
to her own relatives. 

After reviewing the evidence the court held 
the oral agreement was valid and not affect- 


ed by the Statute of Frauds and that there- 
fore the wills of 1895 were valid and the 
contract by which those wills were made 
could be enforced, the wife having no right 
to make a secret will in derogation of her 
previous agreement, 

To the same effect is the decision by the 
Supreme Court of Oregon in Matthews vs. 
Taylor, which holds that an executed prom- 
ise made in consideration of an oral agree- 
ment to make a will takes the case out of 
the Statute of Fraud and that a suit may 
be brought for a specific performance of such 
oral agreement. 


CLAIM AGAINST AN ESTATE FOR SERVICES 
RENDERED 


(There must be an express contract as 
the basis for a claim for services ren- 
dered to the decedent during his life- 
time. ) 

Courts are strict in requiring those who 
press claims against an estate to prove an 
express contract for services rendered to a 
decedent during his lifetime. This is neces- 
sary in ord#r to prevent the collection of 
improper claims and the spoliation of an 
estate. In Keeney vs. Cockill’s Executor, 
decided by the Kentucky Court of Appeals, 
Keeney made a claim for services rendered 
to the decedent on the ground that it was 
the understanding between the decedent and 
himself that he would be paid for services 
from proceeds of the sale of the land which 
he, while he was an employee of the de- 
cedent, had been buying for the decedent. 
The court decided that the claim rested upon 
an express contract and that Keeney had 
not produced sufficient evidence to show that 
there was an express contract or even a 
meeting of the minds on the point of pay- 
ment. There was no proof of an expectation 
on the part of one of the parties and an in- 
tention on the part of the other to pay. Any 
doubt must be resolved against the claimant. 


WASHINGTON LOAN ANNIVERSARY 

The Washington Loan & Trust Company of 
Washington, D. C., observes its forty-fourth 
anniversary this month under the _ leader- 
ship of John Joy Edson, chairman of the 
board and one of the founders. The com- 
pany began business under a West Virginia 
charter in 1889, but later, when Congress 
made provision for it, was incorporated in 
the District. 


W. Earle Ellis, vice-president and cashier 
of the Commercial Bank & Trust Company 
of Ocala, Fla., has been elected president. 
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BRANCH EXPANSION OF NATIONAL BANKS CONTINUES 


Extension of branch banking, especially in 
the western sections of the country, has been 
marked since the passage of the federal bank 
act which allows national banks, with ap- 
proval of the Comptroller of the Currency, 
to open city or state-wide branches when 
privileges are allowed by respective 
state laws. During the year, statewide 
branch banking, in some with severe 
limitations, has been enacted in five addi- 
tional states: Utah, Nevada, Oregon, Wash- 
ington ‘and Connecticut. Most of the addi- 
tional branches recently authorized and 
opened have been those of national banks, 
usually replacing closed banks or banks un- 
der limited operation. 

In Idaho branch banking is to become ef- 
fective with the First National Bank of 
Idaho taking the lead through the absorp- 
tion of seven affiliated institutions in various 
towns of the state, namely, Rupert, Buhl, 
Nampa, Meridian, Caldwell, Emmett and 
Weiser. In Colorado, branch banking ap- 
pears imminent. Should it come, well estab- 
lished bank chains would probably be the 
first to benefit from it, namely those identi- 
fied with the Thatchers interests and with 
Senator Alva B. Adams of Pueblo, who are 
identified with twelve banks’ controlling 
about a third of the total bank deposits of 


such 


cases 


LEE S. TRIMBLE 


Vice-President and Trust Officer, Georgia Railroad Bank 
and Trust Co., Augusta. 


the entire state. The South Dakota banking 
bill, enacted at the recent special session of 
the legislature, would limit branch banking 
to the merger of going banks in smaller com- 
munities and would provide for minimum 
capital requirements of $100,000. In New 
York, Willis H. Sargent, chairman of the leg- 
islative committee on banks, announced that 
no branch bank legislation will be intro- 
duced in the special extraordinary session of 
the Legislature now in progress. Despite 
this announcement a bill has been introduced 
providing for limited county-wide branch 
banking. 

The new law adopted by Connecticut per- 
mits state banks and trust companies with 
capital and surplus of not less than $1,000,- 
000 to operate branches in the town where 
situated and to establish branches in other 
towns where there is no commercial bank. 
This law was put through mainly to allow 
continuation of the business of small banks 
now closed or restricted by larger banks 
Which seek branches. No branches may be 
established without the approval of the 
State Bank Commissioner. In Oregon there 
occurred in some places what was much like 
a race for desirable locations, the United 
States National Bank and the First National, 
both of Portland, showing much enterprise 
in their expansion efforts. Attorney General 
Van Winkle of Oregon has ruled that more 
than one branch bank may be established 
in cities of that state. 


GEORGIA BANKERS TRUST SECTION 

The committee on trust affairs of the Geor- 
gia Bankers Association, the Trust Section of 
which has succeeded the Georgia Fiduciaries 
Association, is charting lines of endeavor for 
the coming year. Lee S. Trimble, vice-presi- 
dent and trust officer of the Georgia Railroad 
Bank & Trust Company of Augusta, chair- 
man of this committee, states that the first 
and most important task is to recommend 
legislation for simplifying probate procedure 
in the state, and as a further legislative ob- 
jective to secure amendment to the Georgia 
statutes along the lines of trust laws uni- 
form with those in other states. 

The other members of the committee are: 
Gordon L. Groover, vice-president of the 
Citizens and Southern National Bank, Sa- 
vannah; J. B. Key, vice-president and trust 
officer of the Merchants and Mechanies Bank, 
Columbus; Walter S. Cothran, vice-president 
and trust officer of the National City Bank, 
Rome and J. C. Shelor, assistant trust officer 
of the Trust Company of Georgia. 
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REORGANIZATION OF NORTH CAROLINA 
BANK & TRUST COMPANY 

In advance of its opening, N. S. Cal- 
houn has been elected president of the 
state-chartered Guaranty Bank of Greens- 
boro, North Carolina. This institution, 
to succeed to the business of the North 
Carolina Bank & Trust Company and its 
seventeen branches throughout the state, and 
the Independence Trust Company of Char- 
lotte, has made application for a national 
charter in order to receive assistance in the 
form of $300,000 of preferred capital stock 
from the Reconstruction Finance Corpora- 
tion. As soon as a national charter is is- 
sued, application will be made for permission 
to exercise trust powers. The total capital 
and surplus of this institution will be $750,- 
000, and it is proposed to maintain branches 
in Raleigh, Wilmington and Tarboro in ad- 
dition to one or two branches to be decided 
upon at a later date. The directors of the 
Guaranty National Bank are as follows: N. 
S$. Calhoun, president, Greensboro; N, L. Foy, 
Wilmington: J. H. McEwen, Burlington; 
Kenneth C. Royall, Goldsboro; J. P. Gibbons, 
Hamlet, and Dr. John Berry, Greensboro. 

Original plans had contemplated inclusion 
of the Page Trust Company of Aberdeen and 
its fourteen branches in the reorganized 
bank. The offer of assistance by the Recon- 
struction Finance Corporation has been with- 
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drawn from this institution as a result of 
lack of agreement between depositors as to 
reorganization or liquidation. 


At a meeting of the executive council of 
the West Virginia Bankers Association at 
Charleston, Homer Gebhardt, vice-president 
of the First Huntington National Bank of 
Huntington, was reelected secretary of the 
association. 

Charles E. Newton, Jr., has been elected 
vice-president and trust officer of the First 
National Bank & Trust Company of Macon, 
Ga., succeeding the late W. R. Rogers, Jr. 

Gustave A. Peple, formerly in charge of 
the trust department of the American Bank 
& Trust Company of Richmond, Va., has 
joined the trust department of the Bank of 
Commerce and Trusts of that city. 

S. H. Plummer, president of the Virginia 
Bankers Association, announces the election 
of James W. Allison, trust officer of the 
First & Merchants National Bank of Rich- 
mond, as vice-president of the Trust Divi- 
sion of the American Bankers Association 
representing Virginia. 

The First National Bank of Shreveport 
has assumed all deposits of the City Savings 
Bank & Trust Company and will pay the de- 
posits in full. 


Trust Work OFTEN BEGINS 


IN THE MIDDLE 
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Mts active affairs finished and filed and the 


amportant decisions made 


It is interesting, in observing the 
Wachovia's Fortieth Anniversary, to 
recall the curious fact—it will even 
seem romanuc to later generations— 
that when the Wachovia firit com- 
menced operations, its entire staff 
consisted of two people and that 
of these two, one was the Bank's 
President from 1893 to his death in 
1931 and the other is today Chair 
man of the Board 


Even then, it would’ seem, Wachovia 
had a knack of selecting men who 
could not only stand the test of 
time, but could even thrive on it 


In a recent number of the Saturday 
Evening Post, the leading article— 
analyzing the reasons why some 
banks surmounted the depression, 
deflation and all other obstacles— 
declared: “There are only two rea 
sons why a bank does nor fail: judg 


ment and character.” 


It is a good definition. After four 
decades, it is what we aim at when 
we add new members to our staff; 
it is our aim as an institution: judg 
ment and character... . security 


follows' 


WACHOVIA 


BANK AND TRUST COMPANY 
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It may not involve a home or plant under construc- 
tion, but usually undertakings of equal importance 
alteration in plens or necessity for meeting 
changed conditions, perhaps—call for prompt and 
well considered act The rounded experience of 
Wachovia's directors, as well as of its fifteen officers 
and twenty-six employees who devote their entire 
time to trust work, make such action the normal 
course here 


Many estates contain real estate in some form, and 
the problems of i ement, leasing and sale of 
teal properties again call for experience and sound 
judgment. Wachovia has several cers and em 
ployees who devote their entire time and attention 


to this phase of administration 


WACHOVIA 


BANK AND TRUST COMPANY 
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CURRENT ADVERTISING OF THE WACHOVIA BANK & TRUST COMPANY OF WINSTON-SALEM, 


N. C. STRESSES THE HUMAN FACTORS IN SOUND BANKING AND TAKES THE PUBLIC 
INTO Irs CONFIDENCE 
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STATE-PLANTERS ELECTION 

Announcement has been made by Julian H. 
Hill, president of the State-Planters Bank 
& Trust Company, Richmond, Va., of the 
promotion of Hawes Coleman, Jr. as vice- 
president in charge of the bank’s trust de- 
partment. Mr. Coleman, a graduate of Ran- 
dolph-Macon College and the Harvard School 
of Business Administration, has been 
ciated with the trust department of the bank 
since 1928. He has done outstanding work 
in broadening the scope of his department 
and promoting its activities and through an 
intensive knowledge of life insurance and 
insurance trusts has gained the close ¢o- 
operation of the insurance underwriters and 
agents of Richmond. 


asso- 


HAWES COLEMAN, JR. 


Who has been elected Vice-President and Trust Officer of 
the State-Plancters Bank and Trust Co. of Richmond, Va. 


The Governor of Virginia is planning to 
recommend legislation which will provide for 
deposit insurance in Virginia banks not mem- 
bers of the Federal Reserve System. 

Trust officers representing a humber of 
South Carolina trust institutions, met dur- 
ing recent sessions of the State Bankers 
Association convention, wider chairmanship 
of J. H. MeGee, vice-president of the South 
Carolina National Bank of Charleston. 
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CHANGES AT UNION PLANTERS 

The Union Planters National Bank & Trust 
Company of Memphis, Tenn., has announced 
that, in accordance with the terms of the 
Banking Act of 1933, the bank’s investment 
affiliate, the Union & Planters Company, will 
be liquidated. A new bond department has 
ben opened to deal in securities of the classes 
in which investment of national bank funds 
is permitted. 

Announcement is also made of the election 
of H. I. Wilson as vice-president at head of- 
fice to succeed Edward C. Tefft who resigned 
to become associated with Thos. W. Briggs & 
Company. Albert Wooldridge has been ap- 
pointed vice-president and cashier of the 
Manhattan branch, 


The National Bank of Commerce of 
Charleston, West Virginia, which is capital- 
ized at $200,000, has veen granted full trust 
powers by the Federal Reserve Board. Ed- 
ward Hess, the president of the bank, has 
announced that its quarters will be consid- 
erably enlarged and a completely equipped 
trust department will be established. 

The City National Bank of Baton Rouge, 
lia., which replaces the Bank of Baton Rouge 
and the Union Bank & Trust Company of 
that city, has opened for business, making 
available $3,466,167.25 in deposits. 

Henry J. Winn of Greenville, South Caro- 
lina, was elected to the presidency of the 
South Carolina Bankers Association, and T. 
J. Robertson of Columbia was elected vice- 
president at the annual convention held at 
Hotel Columbia July 28. 

N. Addison Baker and George A. Chatfield 
were recently elected assistant cashiers of 
the Florida National Bank & Trust Company 
at Miami, Fla. 


C. E. Field has been elected president of 
the First Owensboro Bank & Trust Company, 
Owensboro, Kentucky, to succeed J. D. Rus- 
sell, who recently resigned to become asso- 


ciated with the bank relations department 
of the First National Bank, Louisville, Ken- 
tucky. 

Capital National Bank, Jackson, Missis- 
sippi, has opened for business with capital 
of $400,000, 

E. A. Stubbs has been elected a vice-presi- 
dent and T. Mayhew Cunningham as a direc- 
tor of the Liberty Bank at Savannah, Geor- 
gia. 

The American National Bank of Nashville, 
Tenn., is celebrating its golden anniversary 
by means of an interesting series of adver- 
tisements, executed by Vice-president Charles 
H. Wetterau. 
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BANKING WITHOUT A CHARTER 

It has recently come to light that two 
banks, prior to their failure, have operated 
for a number of years under charters which 
had lapsed. This is another illuminating 
commentary on the degree of thoroughness 
of some bank examinations in the past. 

The first of these cases, the Bank of Mur- 
phy, N. C., had a charter which expired in 
1921, and which was not renewed or extend- 
ed in any way. The bank failed in 1930 and 
was reopened a few months later with new 
capital; it was closed again in February 
1933. As the state laws require that the af- 
fairs of defunct corporations must be liquid- 
ated within three years of the date of legal 
dissolution, the authority of the state liquid- 
ating agent is questioned and the outlook for 
the depositors greatly complicated. 

The other case, that of the Park Savings 
Bank of Washington, D. C., closed on March 
4, 1933, involves Federal supervision. Here 
the Alabama charter under which the insti- 
tution was operated expired in 1929. In view 
of the expiration of the charter the right of 
the Treasury to appoint a receiver has been 
questioned, A depositors’ committee claims 


that the bank, operating without a charter, 
became a partnership involving the unlimited 
liability of stockholders for the bank’s debts. 
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ADVANCES BY RECONSTRUCTION 
FINANCE CORPORATION 

Since the establishment of the Reconstruc- 
tion Finance Corporation in February, 1932, 
it has made advances which reach a total of 
$2,819,137,000. It has authorized loans t6 
6,278 banks in an aggregate amount of $1,- 
496,073,000; of this sum, $1,221,878,000 has 
actually been availed of by the banks and 
45 per cent of it ($545,073,000) has been re- 
paid up to July 29, 19383. Through June only 
38 per cent had been repaid. This repayment 
indicates that the improvement of banking 
conditions has been general and not merely 
confined to the metropolitan banks. Up to 
July 29th the corporation has agreed to pur- 
chase $47,330,500 of preferred stock or capi- 
tal notes and debentures in reorganized 
banks and has agreed to loan $14,348,000 
against such preferred stock. At that date 
it had made conditional agreements to sub- 
seribe for an additional $56,600,000 of capital 
funds and to loan $1,100,000 on preferred 
stock. Disbursements of these latter amounts 
await compliance with the conditions pre- 
scribed by the Finance Corporation. 
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MAIN OFFICE LOBBY OF THE CLEVELAND TRUST COMPANY SHOWING NEW RAILED COUNTERS. 
THE CIRCULAR COUNTER IN THE CENTER IS USED FOR NEW ACCOUNTS. 
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JAPANESE BANKING REFORM 

Broad extension of the use of central bank 
funds are recommended in the recent report 
of the Economic Federation of Japan which 
comprises leading financiers and business 
men of the country. Expansion of powers of 
the Bank of Japan is suggested to permit in- 
creased loans for industrial development, and 
recommendations are made for greater rep- 
resentation of industry on the board of di- 
rectors. 

At present the Bank of Japan is largely 
confined to discounting government bills, bills 
of exchange and commercial paper. In ad- 
dition the bank lends on securities collater- 
al, ‘but its powers in this direction are con- 
sidered insufficient. The Economic Federa- 
tion urges that the bank’s charter be changed 
to permit the eligibility of all sound and liq- 
uid debentures as security for loans. It is 
also urged that special preference be given 
to hypothee and industrial debentures so that 
the central bank may have closer relation- 
ships with industry. 

The funds required by industry reach huge 
amounts. The Hypothee Bank and Industrial 
Bank are to extend funds to industry from 
deposits drawn from the general public. It 
is urged that their ability to issue debentures 
also be augmented. The Central Bank would 
extend to them long term loans just as it 
now makes long advances to the Yokohama 
Specie Bank in connection with foreign ex- 
change. 

As a result of recent mergers certain banks 
in the rural districts now operate like central 
institutions. It is urged that these sections 
be brought into closer relationship with the 
central money market. For this purpose a 
new institution would be created to control 
these banks. This institution will own shares 
in the provincial banks and,-as a shareholder, 
will participate in the selection of directors. 
Its own shares will be Government owned. 

For liquidation of farm debts 1t is sug- 
gested that local public organizations buy up 
all of these farm lands under mortgage re- 
quiring immediate liquidation. The lands 
purchased by the public organizations in this 
manner may remain as public domain or may 
be sold to tenant farmers who wish to be- 
come independent. 

Funds required by local organizations for 
buying up of the mortgaged lands may be 
obtained from the Simple Life Insurance Bu- 
reau. The organization may also be financed 
by means of special bonds issued by their re- 
spective prefectures. 
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STRANGE ENGLISH WILLS 

In the will of John Knill of St. Ives, Corn- 
wall, provision was made for a dance to take 
place around his grave on every fifth anni- 
versary of his death. Specific instructions in 
the will require that the dance be performed 
to the music of a fiddle by ten girls under 
ten years of age and two widows not 
than sixty-four; after which all were to sing 
Old Hundredth over the grave. <A trust fund 
provides payment of one pound apiece to the 
participants. The ceremony has been car- 
ried out faithfully every fifth year. 

Few wills, one would imagine, can have 
been more annoying to near-relatives than 
that of a certain Dr. Dunlop, who left his 
estate “and all property I may be possessed 
of to my sisters Maggie and Betsy; the for- 
mer because she is married to a minister 
whom—may God help him—she henpecks; 
the latter because she is married to nobody, 
nor is likely to be, for she is an old maid 
and not marketable. I leave my silver de- 
canter to the eldest son of old John, as the 
representative of the family. I would have 
left it to old John himself, but he would 
have melted it down to make temperance 
medals and that would have been a sacrilege. 


less 


“IT leave to Parson Chavassie my big silver 
snuffbox as a small token of gratitude to 
him for taking my sister Maggie, whom no 
man of taste would have taken. I leave to 
John Cadell a silver teapot, to the end that 
he may drink tea therefrom to comfort him 
under the affliction of a slatternly wife, I 
leave my silver cup, with. the sovereign at 
the bottom of it, to my sister Betsy, because 
she is an old maid and pious, and therefore 
necessarily given to hoarding, and also my 
grandmother’s snuffbox, as it looks decent 
to see an old maid taking snuff.” 

An exceptionally odd will was made by 
Henry Furstone of Alton, Hampshire, who 
died worth about $35,000. Having no rela- 
tions, he left this large sum to “the first 
man of my name who shall marry a woman 
of the same name, to be paid them on their 
wedding day.” 

The longest will on record in England, 
and probably the longest one ever made, was 
admitted to probate in 1925 and consisted 
of 97,940 words. It made four large vol- 
umes, heavily bound in blue leather, con- 
taining 1,066 folios. This was the will of 
Mrs. Frederica Evelyn Stilwel Cook, the 
widow of a wholesale dry goods merchant 
whose firm carries on business in the shadow 
of St. Paul’s Catherdral. In it she disposed 
of property valued at the equivalent of $102,- 
915. 
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“LOCAL INTEREST” ADVERTISING 

The Montclair Trust Company of Mont- 
clair, N. J., in its monthly pamphlet makes 
a strong appeal to community interest 
through reprint of the will, executed in 1760, 
of Nathaniel Crane, pioneer resident. As an 
example of testamentary expression of Co- 
lonial times, the will is reprinted herewith: 

“In the Name of God, Amen. I, Nathaniel 
Crane, of Newark,” (township) “in the Coun- 
ty of Essex, & province of New Jersey, Yeo- 
man, Being weak in body, but of sound mind 
and memory, thanks be to God, calling to 
mind the mortality of my body do think fit 
to make and publish this my last Will, this 
Twenty day of Nov. in the Twenty-seventh 
year of the Reign of George the Second, King 
of Great Britain, Anno Domini, One thou- 
sand Seven hundred and Fifty-three. In the 
following manner and form, that is to say my 
just debts and funeral charges being paid, 
I first give and bequeath unto my beloved 
wife Elizabeth, my rideing chair (a_ two- 
wheeled chaise with leather top trimmed 
with green morocco, as I remember it well 
preserved in my grandfather’s wagon house). 

“My best bed-Stead, Bed with all the cov- 
erings and furnishings belonging to the same 
and as much of the rest of my household 
stuff as she shall see cause to keep for her 
use and comfort, as also the great yellow cow 
and the little Red cow.” 

To his son Nathaniel, who later served in 
the Revolutionary forces and became a Ma- 
jor in the State Militia, he left his “best 
vest with silver buttons.” The will con- 
tinues: 

“Item: 


I give and bequeath to my beloved 
son Noah my negro boy named Shem upon 


the condition that he doth on that account 
pay unto my three daughters the sum of 
Thirty-five Pounds to be equally divided be- 
tween them.” His eldest son, William, was 
left the tract both sides of Valley Road north 
of Claremont avenue, and his second son, 
Noah, was left the ‘original home (later 
known as the “Frost House’), and the re- 
mainder of the land which had been owned 
by his father. 


LIFE INSURANCE PAYMENTS 

Payments to life insurance policyholders of 
the United States and Canada during 1932 
totaled $4,010,817,751, an increase of $461,- 
868,413 over 1931, according to report of the 
National Underwriter. Of this amount $1,- 
469,421,038 was for death claims, endowment 
maturities and annuities, and $2,088,426,843 
for cash surrender values and premium sav- 
ings payments. Loans to policyholders dur- 
ing the year increased $453,069,870. 
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A NOTABLE BANK PRESIDENT 

The important place which women are oc- 
cupying in the financial world is well illus- 
trated by the success which has attended the 
Union Savings Bank & Trust Company of 
Steubenville, Oho, of which Mrs. Wilma S. 
LeVan has been president since reorganiza- 
tion. Following reorganization werk, in 
which Mrs. LeVan was the directing force, 
the bank, capitalized at $350,000, has shown 
steady and constantly increasing 
new business. By thorough revision of the 
portfolio during the reorganization period, 
the bank was placed in an_ exceptionally 
strong position which enabled it to reopen 


progress 


WILMA SINCLAIR LEVAN 

President, The Union Savings Bank and Trust Company, 
Steubenville, Ohio 
the first day under the clearing heuse classi- 
fication. The continual increase of new ac- 
counts is proof of the pwhlie contidence in 
the institution headed by Mrs. LeVan and 
wiich was founded by her father, D. J. Sin- 
clair. 


The book, “Henry P. Davison, The Record 
of a Useful Life’ by Thomas W. Lamont, 
contains the interesting story of the part 
played by Mr. Davison of J. P. Morgan & 
Company in helping the City of New York 
meet its foreign obligations of almost eighty 
million dollars, in 1914, thus preserving the 
City’s credit in the critical days that fol- 
lowed the outbreak of the World War. 
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CONVENTION OF ASSOCIATION OF 
BANK WOMEN 

Plans for the forthcoming annual conven- 
tion of the Association of Bank Women, to 
be held concurrently with the American 
Bankers Association convention in Chicago 
on September 4th to 7th, have been an- 
nounced by Miss Agnes M. Kenny, president 
of the association. Headquarters of the con- 
vention, under the chairmanship of Miss 
Elizabeth Krouse, will be at the Blackstone 
Hotel. Among the speakers scheduled are 
Harold H. Rockwell, vice-president. of. the 
Northern Trust Company, on “Ethics of 
Trust Department Work’; Dr. May Wood 
Simons of Northwestern University on “Mod- 
ern Economic Problems”: Phil Hanna of the 
Chicago Journal of Commerce, who will dis- 
cuss “Present Conditions and Affairs”; and 
F. W. Sargent, president of the Chicago & 
Northwestern Railway, on “Cooperation with 
the New Deal.” 


WILLs, ExecuTorRS AND TRUSTEES, by William 
Grange of New York Bar, Walter Staub 
of Lybrand, Ross Bros. & Montgomery ; 
and Eugene Blackford, vice-president, 
Brooklyn Trust Company. 19838, 850 
pps. : $7.50. 

The combined experience of a trust execu- 
tive, a lawyer and an accountant make this 
an invaluable work on the law, accounting 
and taxation of estates and trusts. Far- 
reaching changes in procedure of administer- 
ing and settling estates have occurred since 
the last similar collaboration was made to 
furnish a complete guide to the conduct of 
personal trust work, together with a _ thor- 
ough chapter on corporate trust activities. 
The administration of estates under all prev- 
alent conditions is fully discussed from both 
legal and administrative aspects, forming an 
excellent basis for the application of state 
laws controlling fiduciary duties. 
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TAKING A DEED IN LIEU OF 
FORECLOSING A MORTGAGE 
(Continued from page 138) 
upon the attitude of the presiding judge 
This much may be said, however, that on 
the very question whether any fraud has 
been committed, a long delay in seeking a 
remedy is very damaging to the plaintiff. 


Attitude of Courts as Guide 

It will be interesting to note, two or three 
years from now, the number of actions that 
will be brought to set aside deeds given dur- 
ing the depression by mortgagors to mort- 
gagees. The seeds of this litigation are being 
sown now in the exceedingly large volume 
of such deeds that are being given and ac- 
cepted. The moratorium laws that are being 
enacted in a good many states, increasing 
the redemption period of the mortgagor, are 
making it even more difficult than before to 
figure out what attitude the courts will take 
upon these deeds in the litigation that is to 
come. If, for instance, a deed from mort- 
gagor to mortgagee in consideration of the 
satisfaction of the mortgage debt was good 
in Wisconsin when the redemption period 


was one year only, will the court still hold 
such a deed good in view of the recent exten- 
sion of the redemption period (in the discre- 
tion of the court) to three years? There is 
quite a substantial difference between the 
mortgagor giving up a one-year right to re- 
deem and his giving up a potential three- 
year right. The courts may hold that he 
should be paid a larger consideration for 
the relinguishment of the longer redemption 
period. Again, laws are being proposed and 
perhaps have been passed in some states for 
the abolition of deficiency judgments. If a 
mortgagor is not faced with the prospect of 
a deficiency judgment, and on the contrary 
has the right to continue occupying the mort- 
gaged property for one to three years under 
a liberal redemption policy adopted by his 
state, it is very doubtful whether the mere 
release of the indebtedness for which he can- 
not be held personally liable is any considera- 
tion at all for giving up his redemption right. 

Thus the new situations that are being 
created by current legislation for the relief 
of mortgage debtors will give rise to new and 
peculiar problems in connection with these 
deeds from mortgagor to mortgagee. The 
best advice that can be given to anyone in- 
terested in the acceptance of such deeds is 
to have the situation in his own state thor- 
oughly studied by competent counsel in the 
light of the past attitude of the courts of 
that state and further in the light of the 
recent or proposed changes in the state laws 
relating to the rights of mortgagors: or else 
to see that every title he accepts, which has 
recently passed from mortgagor to mortgagee 
by deed, is adequately covered by a_ policy 
of title insurance. 


2°, o, 2°, 
~ ~ ~ 


Bonds of the Home Owners Loan Corpora- 
tion are not legal investments for Connecti- 
cut savings banks and the savings depart- 
ments of other banks, but these institutions 
may accept such bonds in exchange for de- 
linquent mortgages if their directors or trus- 
tees deem it to the advantage of their de- 
positors. This is the substance of an opinion 
given by Ernest L. Averill, deputy attorney 
general, in answer to a communication from 
Governor Wilvur L. Cross last week. 

Member banks of the Federal Reserve Sys- 
tem have been notified of a Treasury De- 
partment ruling that bonds of the Home 
Owners Loan Corporation and of the Fed- 
eral Land Banks now are acceptable at par 
as collateral security for public moneys in 
such banks. Heretofore, bonds of the latter 
were acceptable at market value, not to ex- 
ceed face value. 
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THE MANUFACTURERS NATIONAL BANK 


A second long stride toward more normal 
banking conditions in Detroit was completed 
this month with the successful opening of 
the city’s newest banking institution, the 
Manufacturers National Bank. Capital funds 
of $5,250,000, divided into $3,000,000 in eapi- 
tal, $1,500,000 in surplus and $750,000 in 
undivided profits accounts, have been fully 
subscribed by Detroit interests. 

John Ballantyne, formerly chairman of the 
First National Bank, is president of the new 
bank, and Henry H. Sanger, formerly presi- 
dent of the National Bank of Commerce, vice- 
president and cashier. Both men are on the 
directorate, which also includes the follow- 
ing: Edsel B. Ford, president of the Ford 
Motor Company; Alex Dow, president of the 
Detroit Edison Company; Murray W. Sales, 
president of Murray W. Sales & Company; 
George R. Fink, president of the National 
Steel Corporation; Clifford B. Longley, at- 
torney for the Ford Motor Company, and 
Wesson Seyburn, who has large local in- 
terests. 

The institution is an entirely new one into 
which have been merged four suburban 
banks, namely, the Highland Park State 
Bank, the Peoples Wayne County Bank of 


Highland Park. the Guardian Bank and the 
Dearborn State Bank of Dearborn. The 
merger was made possible by the Circuit 
Court which granted permission to the re- 
ceivers of the Detroit Bankers Company and 
the Guardian Detroit Union Group, Inc., to 
vote the stock held by those companies in the 
four banks. The arrangements were facili- 
tated by an advance of $17,000,000 made by 
the Reconstruction Finance Corporation on 
the assets of these suburban banks which 
are now functioning as branches of the 
Manufacturers National Bank. The head 
office is in quarters formerly occupied by 
the Guardian National Bank of Commerce 
in the Penobscot Building. 

The new bank has been admitted to mem- 
bership in the Detroit Clearing House. It 
will be the medium for the payment of a 
further dividend of 20 per cent to the depos- 
itors of the Guardian National Bank of Com- 
merce, which will be made possible at this 
time by means of a loan of $25,000,000 from 
the Reconstruction Finance Corporation. 

Russell E. Mooney has been elected a vice- 
president and director of the National Bank 
of Commerce in Memphis, Tenn. 
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jeg meme PUBLIC RELATIONS JOB 


Banks everywhere have been faced with a loss of public 
confidence. They have found that their fate individually 
and collectively is in the hands of their millions of 
depositors. Today, the re-building of this faith is a 
major problem. Can it be done? How? 


To every bank officer this question of public relations 
is a vital, individual problem. Perhaps for the first time, 
public relations is universally acknowledged to be an 
integral part of every bank’s activity. 


The first opportunity for a comprehensive discussion of 
the question of Public Relations will be the Convention 
of the Financial Advertisers Association, to be held in 
New York at the Waldorf-Astoria, September 11, 12, 13, 
14. The speakers are men recognized as leaders, thor- 
oughly qualified by experience and achievement. The 
program gives a complete picture of the task and prac- 
tical means of accomplishing objectives. 


Every active banker is invited to attend. Just now there 
can be no more advantageous expenditure of time for 
the bank executive. Shape your summer plans so that 
you can surely be at the Waldorf in September. 


Some of the 
Speakers on the General Program 


FRANCIS H. SISSON, President of the American 
Bankers Association, Vice-President of the Guaranty 
Trust Company of New York, will preside at the banquet. 


Colonel ALLAN M. POPE, former President of the 
Investment Bankers Association, President of The First 
of Boston Corporation. Subject: “The Obligation of the 
Investment House to the Public.” 


JOHN H. PUELICHER, former President of the Amer- 
ican Bankers Association, President of the Marshall and 
Ilsley Bank, Milwaukee. Subject: “Place of the Em- 
ployee in Public Relations Work.” 


18th ANNUAL CONVENTION — 


FINANCIAL 
PRESTON E. REED, SECRETARY 


AT THE WALDORF 


ADVERTISERS 
231 SOUTH LASALLE STREET 


BAYARD F. POPE, Chairman Advisory Committee of 
the Marine Midland Trust Company. Subject: “What 
the Alert Banker Should Expect of His Public Rela- 
tions Man.” 


HENRY BRUERE, President of the Bowery Savings 
Bank, Subject: “A Business Man Comes Into Banking.” 


JAMES L. WALSH, Vice-President, The National Bank 
of Detroit. Subject: “Facing the Facts of Public Distrust.” 


T. R. PRESTON, President of the American National 
Bank, Chattanooga, formerly President of the Ameri- 
can Bankers Association. Subject: “The Public’s Obli- 
gation to the Banks.” 


GEORGE W. DAVISON, Chairman of the Board of 
the Central Hanover Bank and Trust Company, New 
York. Subject: “The Need for Cooperation.” 


GUY EMERSON, Vice-President of Bankers Trust 
Company, New York, formerly President Reserve City 


Bankers Association. 


Governor HERBERT H. LEHMAN of New York, 
formerly a partner of Lehman Brothers, investment bank- 
ers, will make an earnest effort to be present. His active 
interest in politics and successful public record indicate 
a firm grasp of the important task of public relations. 


It is expected that two or three other speakers, also of 
national prominence, will address the group. 


Departmental Discussions — Departmental discussions will get 
down to brass tacks on practical details of trust, savings, com- 
mercial banking, investment and public relations programs. 


The Exhibits—Outstanding advertisements of the year will be on 
display. Opportunity will be afforded for discussion with those 
responsible for the creation of this material. 


The Waldorf-Astoria—The new Waldorf is one of the world’s 
fine hotels, an experience in itself. Special rates: single rooms, 
$4.50 and $5.25 per day; double :ooms $7.00 and $7.50. The 
Waldorf is located on Park Avenue at Fiftieth Street. 


IN SEPTEMBER 


ASSOCIATION 
CHICAGO 
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New York 


Special Correspondence 


“REHABILITATION” OF TITLE AND 
MORTGAGE COMPANIES 

The whole scheme of “rehabilitation” of 
the principal mortgage guaranty companies 
is an experiment by the State of New York 
on a large scale: if it does not succeed liquid- 
ation will be the only alternative for the 
companies now in process of rehabilitation. 
An interesting fundamental change has been 
effected in the mortgage guaranty business 
through limitations imposed upon the new 
companies which have been set up by the 
State of New York to carry on that portion 
of the business of the old companies which 
can be carried on. Some of the new com- 
panies, to realize upon the good will of the 
old companies’ guarantee business, will is- 
sue a new form of policy guaranteeing only 
certain obligations of the mortgagors. The 
new form of policy will be directed primarily 
to a guarantee of interest sixty days after 
due date, taxes, current installments of as- 
sessments, water rents, insurance premiums 
and foreclosure expenses, but will contain 
no guarantee of principal. The proposed 
charge for this guarantee will be, as before, 
one-half of 1 per cent of principal of the 
mortgage annually. There will be a_ limit 
on the size of the mortgages guaranteed and 
total amount of guarantees. No guarantees 
will be written at any time where annual 
interest charge under such guarantee will 
exceed 11% per cent of the then capital, sur- 
plus and reserves of the new company. None 
would be written when total annual interest 
liability upon all outstanding guarantees 
equals or exceeds five times the then capital, 
surplus and reserves of the new company. 

Rehabilitation is designed to make possible 
an orderly workout of securities behind the 
¢laims of creditors and certificate holders of 
the mortgage companies to the end that they 
may benefit before anyone else. In salvaging 
security, preferences must be avoided and 


capital investment protected. The hardships 
confronting investors, many of small means, 
who rely upon payment at regular times of 
their interest and principal, through forced 
participation in rehabilitation, are pitiful, 
but appear inevitable. 

The anomalous position of New York’s 
great title and mortgage guaranty compa- 
nies whose business since the bank holiday 
has been conducted under severe restrictions 
of the State Superintendent of Insurance 
which, in effect, held them secure against 
attempts by creditors to enforce payment of 
obligations they could not meet, was resolved 
into a more definite status during August. 
On August 2d six companies in and near 
New York City, with liabilities of $1,336,- 
500,000 and assets of $101,816,000, were taken 
over by George S. Van Schaick, the Super- 
intendent, for “rehabilitation.” Three days 
later two more companies with liabilities of 
$579.000,000 and assets of about $75,000,000 
similarly were taken over. On August 14th 
two more of the smaller companies were 
taken under the wing of the Insurance De- 
partment for a like purpose. 


The three principal companies now work- 
ing out their destinies under this form of 
state administration and supervision are the 
Bond & Mortgage Guarantee Company, the 
New York Title & Mortgage Company and 


the Lawyers Mortgage Company. Twenty- 
eight companies other than those taken over 
for rehabilitation or remaining under re- 
stricted operation were released by the In- 
surance Department from its restrictions of 
Mareh 15th. Most of them were small com- 
panies operating outside of New York City. 
Liabilities of the Bond & Mortgage Guar- 
antee Company are $835,000,000; its assets 
$47,000,000; the liabilities of the New York 
Title & Mortgage Company are listed as 
$523,000,000 and its assets at $71,000,000, 
while the liabilities of the Lawyers Mort- 
gage Company amount to $366,000,000 and 
its assets to $26,492,000. In the case of all 
these companies liabilities are almost wholly 
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guarantees, which show material shrinkages 
from the figures as of December 31, 1932, 
the principal reason being the successful 
efforts by the companies, during their period 
of restricted operations, to extinguish large 
amounts of guaranty liabilities by having 
owners of their obligations take over mort- 
gages in connection with cancellation of such 
guarantees. 

Pending state legislation provides that in 
an action to foreclose mortgages issued after 
July 1, 1932, the defendant can demand that 
the fair market value of the premises be 
fixed by the court, and that after sale the de- 
fendant is entitled to a set-off against any 
deficiency judgment for the difference be- 
tween the value determined by the court 
and the amount the property brings at such 
sale. ————_ 


CONSTRUCTIVE RULES OF THE 
STOCK EXCHANGE 

The recent regulations issued by the New 
York Stock Exchange covering the conduct 
of its members represent a voluntary step 
in the direction of preventing abuses which 
have been felt to exist in former years. It 
is also a step to avoid the more drastic fed- 
eral regulation of exchanges, agitation for 
which has been growing since the days of the 
great bull market. Whether it will be effec- 
tive in this measure depends entirely upon 
the workings of the rules. The business con- 
duct committee is now placed in a position 
that will permit it to prevent actions savour- 
ing of manipulation of the markets. All 
members of the Exchange are required to 
make regular reports of all pool operations, 
joint syndicates or option dealings in which 
they are engaged or which come to their no- 
tice. Additional curbs are imposed upon the 
solicitation of business by customers’ men 
which should prevent any complaints on this 
score. 

Margin requirements to be insisted upon 
by commission houses have been increased 
and are now a 50 per cent margin on ac- 


ALBERT I. TABOR, Secretary 
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EUGENE L. VAN WART, Assistant Secretary 


counts of less than $5,000 and 30 per cent 
on larger debit balances. These rules should 
prevent the pyramiding of weak positions 
by small speculators who are without re- 
sources to support their position if the mar- 
ket moves against them, and to relieve the 
markets from such necessitous selling by 
striking at its cause. Stocks selling at less 
than $5 a share and bonds below 10 per cent 
of par are not eligible for margin operations, 
and substantial additional margin must be 
required where the securities carried are sub- 
ject to sudden changes in value. The maxi- 
mum requirements for short commitments 
have been fixed at 10 points. 


A NOTABLE WILL AND APPOINTMENT 

The will of the late John Markle of New 
York City is the enduring reflection of a dis- 
tinguished and public-spirited citizen. Be- 
quests totaling $2,160,000 are made there- 
under to fifty charitable and educational in- 
stitutions with the residuary estate going to 
the John and Mary R. Markle Foundation 
which he established in 1927 to dispense 
many millions, which he gained as a promi- 
nent coal operator, for medical research and 
hospitals, welfare and educational institu- 
tions and libraries. Trust funds are set up 
for relatives and friends in amounts ranging 
from $100,000 to $200,000 and are indicative 
of his philosophy of comfortable but not ex- 
travagant provisions, allowing use of greater 
funds for public benefactions. 

By the terms of his will, drawn in De- 
cember, 1929, Mr. Markle appointed the 
Bankers Trust Company of New York as co- 
executor and co-trustee with J. P. Morgan 
of New York. 

George Champion, vice-president of the 
old Canal Bank & Trust Company of New 
Orleans, and a former officer of the Chase 
National Bank of New York, has returned 
to the latter institution as a second vice- 
president. 





TRUST 


LAWYERS-COUNTY TRUST COMPANY 

The Lawyers-County Trust Company for- 
mally opened for business on August ist as 
a merger of the Lawyers Trust Company and 
the County Trust Company of New York. 
According to the statement issued as of July 
31, 1933, the new institution has a capital 
stock of $2,000,000 and $1,245,744 in surplus 
and undivided profit accounts, The deposits 
are $31,168,062 and there is a special reserve 
shown of $628,856, which represents the in- 
crease in the market value of the investment 
account over the low levels to which the 
County Trust Company had written its hold- 
ings in April, 1938. 

According to the merger agreement the 
Lawyers Title & Mortgage Company, which 
formerly owned all the stock of the Lawyers 
Trust Company, retained all the mortgages 
owned by that trust company and certain 
other real estate and affiliated paper in the 
amount of $4,422,425. The balance or the as- 
sets were transferred to the new bank, the 
Lawyers County Trust Company, which as- 
sumed the entire deposit liability of the 
Lawyers Trust Company. The main office 
of the Lawyers-County Trust Company is 
now at 120 Broadway and in addition the 
company has branches in the Empire State 
Suilding, Fourteenth street and Eighth ave- 
nue, Manhattan, and 44 Court street in 
srooklyn. The former mid-town office of 
the Lawyers Trust Company at 15 East 
Forty-first street has been consolidated with 
the Empire State office. 

In addition to Alfred E. Smith, chairman, 
and Orie R. Kelly, president, the directors of 
the trust company are Vincent Astor, Henry 
R. Barrett, Lucius H. Beers, John J. Broder- 
ick, Peter J. Carey, Howard S. Cullman, 
Philip S. Dean, William H. English, Albert 
W. Haigh, Albert T. Johnston, Edward J. 
Kelly, William F. Kenny, Ralph W. Long, 
Daniel J. Mooney, Charles F. Noyes, Ken- 
neth O’Brien, Stuart B. Plante, Aaron Rabin- 
owitz, John J. Raskob, Daniel L. Reardon, 
Louis F. Rothschild, Walter E. Sachs and 
Parry D. Saylor. 

The Lawyers-County Trust Company is a 
member of the Federal Reserve System, 


The trust department of the Chase Na- 
tional Bank of the City of New York has pre- 
pared a folder clearly setting forth a simple 
and practical method of calculating the New 
York and Federal Estate Taxes, making ref- 
erence at each step to the sections of the 
statutes involved. This should be of assis- 
tance to those who wish to determine the 
tax liability of a personal estate. 
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Investment Supervision 


Investment management accounts 
at the Fiduciary Trust Company 
are constantly supervised by the 
Company’s own investment staff. 
In addition, they are under day- 
by-day review by outside invest- 
ment counsel—thus receiving 
continuous supervision from 
two independent investment 
organizations. 
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LAWYERS TITLE COMPANY 

The Lawyers Title Company, formed with 
$2,200,000, capital provided from the assets 
of the Lawyers Title & Guarantee Company 
will conduct a title insurance business and 
will not issue any form of mortgage guar- 
antee. It will service mortgages owned and 
guaranteed by both of the old companies and 
will manage the real estate that they own. 
These servicing operations will be conducted 
at actual cost and the arrangement may be 
terminated by the Superintendent of Insur- 
ance at will. 

Officers and directors of the new company 
are: Albert W. Haigh, president; John M. 
Davidson, vice-president, and John A, Stoehr, 
treasurer and secretary. 

Four of the directors, James A. Beha, for- 
mer Superintendent of Insurance, A. A. 
Berle, George V. McLaughlin, former state 
Superintendent of Banks, and Aaron Rabin- 
owitz, member of the State Housing Board 
and Insurance Board, will represent the pub- 
lic and will serve without salary. 


The Central Hanover Bank & Trust Com- 
pany has been appointed by will as executor 
of the estate of Edwin Gould, son of the 
late Jay Gould. The value of the estate is 
not disclosed. 
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BENJAMIN STRONG 


Who has been elected Vice-president of the United States 
Trust Company 


ELECTION OF OFFICERS BY THE 
UNITED STATES TRUST COMPANY 
The board of trustees of the United States 
Trust Company of New York have elected 
Benjamin Strong, formerly a_ vice-president 
of the Bank of the Manhattan Company and 
son of the late Benjamin Strong, Governor of 
the Federal Reserve Bank of New York, as 
vice-president of the United States Trust 
Company, effective September 15th. 
Announcement is made of the pro- 
motion of George Merritt and George F. Lee, 
formerly assistant secretaries, to the office 
of assistant vice presidents; Henry G. Dief- 
enbach was appointed assistant comptroller : 
and Irving A. Sprague and James M. Trenary 
Were appointed assistant secretaries of the 
company. 


also 


GEORGE W. BERRY 

George W. Berry, assistant vice-president 
of the Manufacturers Trust Company, died 
recently at his home in Garden City, N. Y. 
He began his banking career with the Irving 
Trust Company, from which he resigned in 
1930, after twenty-eight vears’ service to be- 
come secretary of the Midwood Trust Com- 
pany. On the absorption of this company 
by the Manufacturers Trust Company he be- 
came assistant vice-president of the latter. 


TITLE GUARANTEE & TRUST DISTINCT 
FROM MORTGAGE UNIT 

The following statement of Joseph V. Me- 
Kee, president of the Title Guarantee & 
Trust Company of New York, clearly reveals 
that the trust company’s affairs are in no 
way bound up with the business of the Bond 
& Mortgage Guarantee Company, although 
many stockholders own an interest in both 
companies and a close relationship has there- 
fore been previously maintained: 

“The control of the business of the Bond 
& Mortgage Guarantee Company has been 
assumed by the Superintendent of Insurance 
under a plan of reorganization approved by 
the Supreme Court. Much misunderstanding 
Pas arisen regarding the Bond & Mortgage 
Guarantee Company and the Title Guarantee 
& Trust Company. 


“Title Guarantee & Trust Company owns 


less than 4 per cent of the capital stock of 
the Bond & Mortgage Guarantee Company, 
and prior to June 380, 1933, our company set 
up sufficient reserves to reduce this holding 


on our books to a nominal value. 

“The Title Guarantee & Trust Company 
has not guaranteed the payment of mortgages 
and it has no obligations of that kind out- 
standing. Its business is confined to title 
insurance, banking, trust business and serv- 
icing of mortgages. 

“The Superintendent of Insurance has giv- 
en much thought to the tremendous problem 
arising out of the mortgage situation, which 
is the result of present economic conditions. 

“During the past two months the condi- 
tion of real estate has undergone fundamen- 
tal changes for the better. There is a 
marked improvement on all sides not only 
in the purchase and sale of properties but 
in the increase of income. If this improve- 
continues, we ¢an feel confident that 
the problems facing the mortgage holders 
will be successfully solved. 

“The Bond & Mortgage Guarantee 
pany will operate along conservative 
suggested in the plan proposed by Mr. Van 
Schaick and approved by Judge Johnston.” 


ment 


Com- 
lines 


EDWIN R. KENZEL 

Edwin R. Kenzel, deputy governor of the 
Federal Reserve Bank of New York, died 
of heart failure at St. Andrews, New Bruns- 
wick. 

Mr. Kenzel was in charge of the Reserve 
bank’s operations in bankers’ acceptances. 
He was a pioneer in development of the ac- 
ceptance business in this .country and con- 
sidered an authority in this field, coming to 
the Federal Reserve Bank from the Chemical 
Bank & Trust Company. 
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LAWYERS MORTGAGE GUARANTEE TO 
OFFER MODIFIED GUARANTY 

The Lawyers Mortgage Guarantee Corpora- 
tion has ‘been formed in connection with the 
rehabilitation of the Lawyers Mortgage Com- 
pany to carry on a modified guaranty busi- 
ness and to service existing mortgages. The 
Superintendent of Insurance has transferred 
to the new company out of the assets of the 
old, cash and United States Government se- 
curities amounting to $2,792,207 and two of 
the former company’s office buildirgs, car- 
ried at $407,793. Capital funds are $3,200,- 
000. 

The organization of the New Corporation, 
which has already commenced operations, 
preserves the goodwill of the Old Company, 
the experience of its executive officers and 
personnel, the facilities of the offices, files 
and records maintained intact, to the mate- 
rial benefit of the creditors of the Old Com- 
pany, since all of these facilities become 
placed at the disposal of the Superintendent 
of Insurance as Rehabilitator for the eco- 
nomical and efficient servicing of all the 
mortgages remaining under the guarantee of 
the Old Company or mortgages or real estate 
which now constitute valuable assets of the 
Old Company. 

The upon which this New Cor- 
poration now enters, in addition to the servic- 
ing of mortgages, includes the issuance of 
policies in a new and modified form, under 
the supervision of the Insurance Department 
of the State of New York. The proposed new 
Income Guarantee Policy protects the holder 
against loss from non-payment of interest, 
taxes, current installments of assessments. 
water rates, insurance premiums and fore- 
closure expenses, but contains no guarantee 
of the principal. The By-Laws of the Cor- 
poration have already provided that the New 
Corporation will not guarantee any mort- 
gage if the annual charge thereon exceeds 
one and one-half per cent of its capital, sur- 
plus and reserves at the time, and that, more- 
over, the total of its outstanding guarantees 
will be limited so that its total annual in- 
terest liability will not exceed five times its 
then capital, surplus and reserves. The prin- 
cipal officers of the New Corporation are as 
follows: President, Richard M. Hurd; vice- 
presidents: John W. Ahern, M. A. Me- 
Greevey; comptroller, C. N. Titterington; 
treasurer, Joseph W. Phair; secretary, Fran- 
cis K. Raynor. 


business 


—_—_—_—___ 


Kings County Trust Company has declared 


its regular quarterly 
share. 


dividend of $20 per 
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SAVINGS BANK TRUST COMPANY 

Directors chosen by the stockholders rep- 
resenting the entire 137 mutual savings 
banks of New York State have announced 
the election of Andrew Mills, Jr., as president 
of the Savings Bank Trust Company, located 
in the Federal Reserve Bank Building in 
New York City. August Ihlefeld, Jr., Dep- 
uty Superintedent of the New York State 
Banking Department, has been elected as 
executive vice-president. Stewart S. Hatha- 
Way was chosen as vice-president, Ralph H. 
Stever, secretary, Cornelius R. Agnew, treas- 
urer, and Paul W. Albright, assistant seere- 
tary-treasurer. Through this institution the 
savings banks will have access to rediscount 
with the Federal Reserve, and with the addi- 
tional facilities for rediscount of mortgages 
through the new Institutional Securities Cor- 
poration, the savings banks will be fortified 
for removal of present restriction on deposit 
withdrawals. 

Mr. Hathaway has likewise been elected 
president of the securities corporation of 
which Oliver W. Roosevelt will be vice-presi- 
dent ; Cornelius Agnew, treasurer; D. Irving 
Mead, secretary; and Paul Albright, assis- 
tant secretary-treasurer. 

Concurrently with the opening 
agencies, it is expected that modified time 
deposit accounts will be introduced which 
will pay a higher rate of dividend than that 
obtained from demand deposits, and will 
probably be subject to a sixty-day clause, 
though the choice of accounts would be op- 
tional with the depositor. 


of these 


BANK OF UNITED STATES RULING 


In an opinion handed down on July 24th 
supporting Joseph A. Broderick, State Su- 
perintendent of Banks, in his effort to collect 
an assessment of $25 a share from the stock- 
helders of the failed Bank of United States, 
Supreme Court Justice Lydon ruled that the 
Superintendent’s certificate setting forth the 
extent of the bank’s insolvency is sufficient 
and the facts as set forth therein need not 
be justified in the absence of a showing of 
fraud, bad faith, illegality or obvious error. 

The court ruled that accrued interest due 
to the depositors from the date of failure to 
the date of assessment was a valid obliga- 
tion to be considered in assessing the stock- 
holders. The opinion added that, where the 
bank’s stock had been bought from the bank 
under a repurchase agreement which had not 
been lived up to, such repurchase agreements 
were illegal and unenforceable and the as- 
sessment could not be avoided. 
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NEW YORK TITLE INSURANCE 
COMPANY 

According to a statement by Frederic J. 
Fuller, president of the New York Title In- 
surance Company, the new company organ- 
ized under rehabilitation procedure with a 
capital of $1,500,000, surplus of $2,300,000 
and reserves of $200,000, creditors and pol- 
icyholders of the New York Title & Mortgage 
Company should benefit materially by the 
plan placed in effect by the Superintendent 
of Insurance. 

All stock will be owned by the New York 
Title & Mortgage Company and held by the 
Superintendent of Insurance, as rehabilitator 
for benefit of its creditors and policyholders. 
In accordance with the plan approved by the 
court the Superintendent caused to be trans- 
ferred to the new corporation out of the as- 
sets of the old company, cash and United 
States Government securities amounting to 
$1,200,000, first mortgages on real estate on 
the basis of present day values of $2,200,000, 
and the complete title plants valued at $600,- 
000. 

The New York Title Insurance Company 
will not engage in any form of guaranteed 
mortgage business and capital funds will be 
subject only to contingent liability on the 
policies of title insurance which it will issue. 
The experience of the old company and of 


other companies in the title insurance busi- 


ness in this locality, over a long period of 
years, has demonstrated with reasonable cer- 
tainty that losses suffered by title companies 
and claims paid on title policies are about 
3 per cent of the gross examination fees re- 
ceived. It is the policy of the new company 
to set up adequate reserves on all business 
written to protect it against contingent 
claims of this nature. The new company 
will also engage in an unguaranteed mort- 
gage business. 


LOCAL ASSISTANCE TO TRUST 
COMPANY 

In view of the fact that the Government 
has offered to become a partner in the banks 
of the country, the action of the City of 
Mt. Vernon, New York, in connection with 
the affairs of Mt. Vernon Trust Company 
now being reorganized, shows the spirit of 
public and private cooperation. The City of 
Mount Vernon has taken official action by 
pledge of the city’s unsecured balance of 
$226,000 for stock and certificates of the 
bank. The Board of Estimate and the Board 
of Education will undoubtedly ratify the 
action of the Common Council and it is be- 
lieved that the courts will approve the le- 
gality of the action of the city. 


CONTINENTAL BANK & TRUST 
COMPANY OF NEW YORK 

The Continental Bank & Trust Company 
has called a meeting of its stockholders for 
September 12th for the purpose of complying 
with the terms of the Banking Act of 1933 by 
dissolving its security affiliate, the Contin- 
ental Corporation. According to the letter 
sent to stockholders of the trust company 
by Frederick H. Homby, president, the Con- 
tinental Corporation has never actively en- 
gaged in the sale of general market securi- 
ties. Its principal asset is the stock of the 
30 Broad Street Corporation, which owns 
the new building at that address, where the 
bank is located. The carrying of this build- 
ing has been such a financial burden that the 
30 Broad Street Corporation can no longer 
afford to retain the property. sy turning 
this stock over to the General Realty and 
Utility Corporation from whom the property 
Was purchased in 1929, the trust company is 
able to preserve its long term leases of the 
banking premises on terms which are very 
advantageous to it. The stock of the Con- 
tinental Corporation is vested in three trus- 
tees for the benefit of the trust company’s 
stockholders, who are not asked to part with 
any asset of value. 

The Continental Bank & Trust Company 
owns no real estate nor has it any money 
loaned or invested directly or otherwise in 
either the 30 Broad Street Corporation 01 
the Continental Corporation. 


NEW JERSEY ADVISORY BANKING 
BOARD 

The advisory banking board composed of 
members of the New Jersey Bankers Associa- 
tion, organized at the suggestion of Presi- 
dent Roosevelt to study the operation of the 
Glass-Steagall Banking <Act, is expected to 
become a permanent institution if enabling 
legislation is enacted. The functions of the 
board include discussion with the State 
3anking Commissioner of all matters relat- 
ing to the welfare of state chartered banks 
and as a practical aid to improved banking 
administration and supervision. While the 
idea of such a banking board is a recent in- 
novation in New Jersey, it has successfully 
operated in a number of other states in- 
cluding Alabama, Kansas, North Dakota, 
Oregon, Rhode Island and Vermont, and 
lately in New York, Connecticut and Dela- 
ware. 

At the organization meeting of the New 
Jersey board, Colonel William H. Kelly, com- 
missioner of banking and insurance, was ap- 
pointed chairman and George R. Compton, 
deputy commissioner, secretary. 
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DECISION ON FUNDS IN ESCROW 

An interesting case involving funds held 
in escrow since 1891 by the City Chamberlain 
of New York, has just been settled by Judge 
grower of the Appellate Division, who ruled 
that the law which established the responsi- 
bility of the city for funds held in escrow 
during litigation and which required the re- 
turn of the whole amount plus reasonable in- 
terest was not passed until 1908 and could 
not be held retroactive. As a result the heirs 
of John Hallenbeck must suffer a loss sus- 
tained in 1902 on a foreclosed mortgage while 
the funds were in the charge of the County 
Treasurer of Kings and do not receive inter- 
est for forty-two years on the $5,250 which 
is now divided. 


PENSION AND INSURANCE PROTECTION 
FOR EMPLOYEES OF CHASE NATIONAL 
BANK 

As a result of prolonged study a new re- 
tirement pension and death insurance’ pro- 
tection plan has been adopted by the Chase 
National Bank of New York for its thousands 
of employees, effective July 1st. Although 
optional, practically all of the officers and 
employees are participating. 

The new plan taking the place of a_ pre- 
vious liquidated annuity pension system, pro- 
vides for a normal retirement age of 65 years 


for male and 60 years for female employees, 
although all workers will be allowed to re- 
tire at their own request within five years 
before the normal retirement date and may 
continue in service for a period not in ex- 
cess of five years, with the consent of the 
bank. 


PRIVATE FINANCING OF THE FARM 
CREDIT ADMINISTRATION 

A syndicate of twenty-four banks and un- 
derwriting houses in New York, Boston, 
Philadelphia and Chicago, headed by the 
Chase National Bank and the Guaranty 
Trust Company has loaned $30,000,000 to the 
Agricultural Adjustment Administration to 
finance the purchase of 1,019,814 bales of 
spot cotton from the Farm Credit Adminis- 
tration. 


The loan is due in forty-five and ninety 
days at rates of 2 and 2% per cent, and 
represents the first considerable private fi- 
hancing of government transactions since 
the wer. 


John C. Bancroft has been appointed as- 
sistant secretary of the Bank of New York 
& Trust Company. 


213 


HARRIMAN BANK DIVIDEND 

Depositors of the Harriman National Bank 
& Trust Company are now receiving 50 per 
cent of their funds. As rapidly as the proof 
claims are returned and approved, the checks 
are being sent from the allotment of more 
than $7,000,000 received by Conservator 
Henry E. Cooper, former president of the 
bank, from the Reconstruction Finance Cor- 
poration. 

A trust fund of life insurance aggregating 
many thousands of dollars was created by 
Joseph W. Harriman, indicted banker, for 
the benefit of his wife and family in October, 
1931, it was disclosed when the Harriman 
National Bank & Trust Company applied for 
appointment of a substitute trustee. 


MERGER OF ORANGE BANKS 

The Savings Investment & Trust Company 
of East Orange, New Jersey, has purchased 
all the assets of the East Orange Trust Com- 
pany and has assumed the latter’s deposit 
liability. The East Orange Trust Company 
has previously been operated on a manage- 
ment contract by the Savings Investment & 
Trust Company, which owned a large block 
of its stock, for nearly a year, and now will 
be operated as the Arlington Avenue Office 
of the Savings Investment & Trust Company. 
The latter company, with capital funds of 
$3,500,000 and deposits of 18 millions, now 
maintains four branches. 


Ten-year concessions to operate as banking 
and credit institutions have been granted the 
Mexico City branches of the National City 
Bank of New York and the Bank of Mon- 
treal, according to the ministry of finance 
of Mexico. In accordance with the new 
Mexican banking laws, the capital of each 
of these branches is fixed at 500,000 pesos 
(approximately $160,000, U. S.) and all their 
goods, capital, reserve funds and deposit in- 
vestments are required to be in Mexico. 

Winthrop W. Aldrich, chairman of the 
governing ‘board and president of the Chase 
National Bank of New York, was recently 
elected a director of the Westinghouse Elec- 
tric & Manufacturing Co. 

Frank Xavier, former publisher of The 
Yonkers Herald, has accepted the presidency 
of the new First National Bank in Yonkers, 
which has been formed with the approval of 
the United States Treasury Department out 
of the old First National Bank & Trust Com- 
pany of Yonkers. 

John D. Adams has been elected trust 
officer of the Union National Bank at Troy. 
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NEW YORK BREVITIES 

The Chase National Bank of New York 
has been constituted a joint readjustment 
manager of the Chicago, Rock Island «& 
Pacific Railway Company with Dillon, Read 
& Company and Hayden, Stone & Company, 
to prepare a plan of reorganization. 

Mark Byron, III, with the trust depart- 
ment of the Central Hanover Bank & Trust 
Company of New York City, has become 
director of advertising and new business with 
the Passaic National Bank & ‘Trust Company 
of New Jersey. 

An increase in capital funds of the Mer- 
chants National Bank & Trust Company of 
Poughkeepsie, N. Y. from $290,000 to $590,000 
has been approved by stockholders. Deposits 
have increased to $2,956,737. 

The Discount Corporation of New York 
reports assets of $175,125,000 including 
$62,621,000 acceptances discounted and U. S. 
Government securities of $108,905,000. Cap- 
ital structure is $12,357,061. 

Surrogate Delehanty of New York recently 
removed and surcharged Frank B. York, an 
attorney, as temporary administrator and 
executor of the estate of Mrs. Mary S. 
Morris, on the ground of alleged delinquen- 
cies. 


Paul C. Downing, vice-president and di- 
rector of the Fidelity Union Trust Company 
of Newark, N, J., died recently after nearly 
forty years’ service with the bank. 

Guaranty Trust Company of New York has 
been appointed New York Registrar for 
800,000 shares of capital stock of The Cleve- 
land & Sandusky Brewing Co. 


Harvey D. Gibson, president of the Manu- 
facturers Trust Company, has announced the 
following promotions: Raymond A. Lock- 
wood as assistant vice-president, Joseph T. 
Reisler, Edmund W. Madden, and P. L. Rora- 
back as assistant secretaries. 

The Central Hanover Bank & Trust Com- 
pany announces the appointment of Charles 
J. Farrell as assistant vice-president. Mr. 
Farrell was formerly assistant secretary. 

Announcement has been made by the Na- 
tional City Bank of New York of the appoint- 
ment of Charles W. Buford as assistant 
cashier. 

Opening of a new branch of the Chase 
National Bank in the 70-story R.C.A. build- 
ing at Rockefeller Center is scheduled for 
October. Banking facilities, including the 
vault, will occupy the main floor, mezzanine 
and basement and will be completely air- 
conditioned. 

The Westchester County Clearing House 
Association announces the election of two 
new directors, F. D. Williams, vice-president, 
First National Bank & Trust Company, Port 
Chester, N. Y., and Rush Wilson, president, 
Scarsdale National Bank & Trust Company. 

Richard A. Zimmerman, national bank 
examiner for the second New York district, 
has been appointed assistant secretary of the 
Security Trust Company of Rochester, N. Y. 
He formerly was with the Marine Trust Com- 
pany in Buffalo. 

James H. Ottley has been elected president 
of Young & Ottley, Inec., investment counsel. 

The appointment of Harry B. Gaffney as 
chairman of the research committee is also 
announced. 





CONDITION OF GREATER NEW YORK TRUST COMPANIES 


Surplus and Undivided 


Capital 


Profits, Deposits, Par’ Bid Asked 


June 30, 1933 June 30, 1933 


Anglo-South American Trust Co 
Bank of The Manhattan Co 

Bank of New York «& Trust Co.... 
Bankers Trust Co 

Bronx County Trust Co 

Brooklyn Trust Co 

Central Hanover Bank and Trust Co. 
Chemical Bank & Trust Co.......... 
City Bank Farmers Trust Co 
Continental Bank & Trust Co.. 


Corn Exchange Bank & Trust Co. fit 


Corporation Trust Co............... 
Empire Trust Co 
Fiduciary Trust Co 
Fulton Trust Co.. 
Guaranty Trust Co 
Irving Trust Co 

Kings County Trust Co 
Manufacturers Trust Co. 
Marine Midland Trust Co 
New York Trust Co 

Title Guarantee & Trust 
United States Trust Co............. 


$1,000,000 
20,000,000 
6,000,000 
25,000,000 
1,550,000 
8,200,000 
21,000,000 
21,000,000 
10,000,000 
4,000,000 
15.000,000 
500,000 
6,000,000 
1,000,000 
2,000,000 
90,000,000 
50,000,000 
500,000 
32,935,000 
10,000,090 
12,500,000 
10,000,000 
2,000,000 


$508,989 
31,931,681 
9,413,501 
62,519,452 
520,271 
5,364,869 
61,112,476 
46,856,313 
11,934,405 
4,546,615 
17,535,813 
195,046.61 
2,569,167 
1,139,061 
3,059,541 
177,266,269 
62,863,059 
6,716,685 
20,297,483 
5,272,820 
21,694,456 
10,521,098 
27,052,401 


$2,874,532 
381,960,134 
144,377,147 
693,872,807 
10,976,458 
95,232,011 
635,399,509 
345,488,802 
40,618,822 
46,207,602 
237,947,370 


67,336,270 
9,406,508 
16,398,000 


1,087,621,195 


429,438,233 
26,284,318 
368,460,994 
67,437,472 
272,457,540 
30,844,000 
65,871,753 


100 
100 
10 
20 
100 
20 
10 
20 
10 


371 
62 
104 

116 

142 
38k 
31 
15\ 
5534 


“20 


245 

319 
1914 

18SO0 
16% 


“99% 
1655 


270 
324 
2034 
1980 
1834 
10214 
2434 
1705 
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Philadelphia 


Special Correspondence 
REOPENING CLOSED BANKS 


Problems in reopening closed banks are 
highly involved and while a general rule may 
be laid down by the authorities it must neces- 
sarily differ in its application to various 
banks. 

The question of liquidity is a sine qua non 
and yet the ratio of liquidity must be deter- 
mined more or less flexibly, owing to con- 
ditions prevailing in various locations and 
the requirements and class of the closed 
bank’s depositors. A bank to reopen in the 
larger cities where competition is keen must 
necessarily be more liquid and must have a 
substantial capital structure to enable that 
bank to function. In the period while the 
bank is closed usually it has lost a number 
of customers to other banking institutions 
which did not close. In that position it is 
difficult to make money, 

Those institutions in rural districts that 
have built up a banking business by loaning 
money to the local merchants on mortgages 
or local collateral do not require so great a 
liquidity. However, it is that type of local 
asset that brought about the closing of those 
banks when faced with the other recent eco- 
nomic conditions and it is almost impossible 
to effect transfer of such loans. Most of 
the familiar factors of depreciation of value 
and illiquidity are not controllable and few 
if any of the larger or more ably managed 
banks have been able to escape the 
that closed the less ably managed ones. For 
these reasons it is difficult to criticise the 
management of the banks which closed, al- 
though the officers and directors, many of 
them, were not particularly schooled in bank- 
ing and finance. 

This is the case in western Pennsylvania 
where the unopened bank situation has re- 
ceived much public comment. The officers 
and directors by and large are without the 
knowledge to effect the reorganization of 
their banks. In many cases new capital un- 
obtainable locally is required and it 1s im- 
possible to liquidate those loans made on 
the credit and integrity of the local borrower, 
on local securities, or on mortgages, because 
there is no place to which such assets can 
be transferred. A bank in operation in or- 
der to keep Hquid cannot take over that 
class of loan from a closed bank, and _ it 
therefore appears that the federal and state 
government after appraisal must formulate 
plans of reorganization if these institutions 
are to be reopened at all, 


losses 
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The Real Estate 
Trust Co. 


of Philadelphia 


Solicits Deposits of Firms, 
Corporations and Individuals 


Is fully equipped to handle all 
business pertaining to a Trust 
Company, in its Banking, Trust, 
Real Estate and Safe Deposit 
Departments. 


SamMuEL F. Houston, President 








DELAWARE CONSIDERS DEPOSIT 
GUARANTY 

The restrictions placed by the Banking 
Act of 1933 upon the activities of directors, 
denying them the rights to hold that posi- 
tion in more than one bank and to engage 
in the securities business were severely criti- 
cised at the meeting of Delaware bankers 
“alled by Governor Buck to consider the 
application of the act. The feature of guar- 
anty of deposits was discussed and the 
thought expressed that it would render all 
state banking laws obsolete inasmuch as 
state banks would be forced into the Federal 
Reserve System. Practically no opposition 
was voiced to such a development. Such 
action as the situation warrants will be taken 
at the state bankers’ convention in Septem- 
ber. 


The Delaware County Trust Company of 
Chester, Pa., has absorbed the Pennsylvania 
Title & Trust Company of that city. The 
capital of the combined institutions is $500,- 
000 with a surplus and profit account of 
$450,000. J. C. Taylor and James A. Camp- 
bell have been elected chairman and _ vice- 
chairman of the board, respectively, and C. P. 
Webster, president. 





- TRUST 


GREATER RESPONSIILITY RESTING 
UPON TITLE INSURANCE 

As president of the Pennsylvania Title As- 
sociation, John E. Potter, president of the 
Potter Title & Trust Company of Pittsburgh, 
commented upon the new banking code of 
Pennsylvania which now prohibits all com- 
panies operating banking and trust depart- 
ments in that state, from issuing title in- 
surance policies. Mr. Potter directed atten- 
tion to the new responsibilities which rest 
upon companies furnishing title insurance 
as follows: 

“The first in importance in the services 
rendered by title insurance companies must 
continue to be protection of homes, savings 
and real estate investments of our people 
from loss by defective title. The danger 
from this source is far greater than the av- 
erage citizen realizes. For some mysterious 
reason the risk from losses incurred in title 
insurance seems to be far greater during 
times of financial depression than in normal 
times. I think all title insurance people can 
testify to this being the case. I believe that 
the line of business which is most closely 
affiliated with title insurance is the placing 
of real estate mortgage loans which carries 
with it insurance of titles to mortgage in- 
vestments. 

“I have long felt that the titles to all real 
estate upon which mortgages have been ex- 
ecuted to secure bond issues should be re- 
quired by law to be protected by policies of 
title insurance issued by reliable title insur- 
ance companies. This protection would ren- 
der investment in real estate bonds a much 
safer and therefore a more popular propo- 
sition. It still remains to title companies to 
furnish abstracts of title, property reports, 
lists of liens and those involved in court dis- 
tributions and sheriff sales and certificates; 
also insurance of titles in fee simple in al! 
matters connected with real estate as se- 
curity.” 


The long unbroken dividend record of the 
First National Bank of Sunbury, Pennsyl- 
vania, is signalized by declaration of its 203d 
dividend in its 108d year. Capital funds are 
over one million, with deposits totaling $4,- 
058,356 on June 30th. The bank represents 
a consolidation of the First National and 
former Sunbury Trust & Safe Deposit Com- 
pany. W. B. Waples, Northumberland, is 
president. 

Thomas Rigg and Cowles Andrus have 
been elected assistant cashiers of the Passaic 
National Bank & Trust Company at Passaic, 
N. J. 
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STIMULUS TO MUTUAL COOPERATION 
AMONG BANKS 


In a _ recent address on “Public Re- 
lations,’ Mr. G. Fred Berger, treasurer of 
the Norristown-Penn Trust Company of Nor- 
ristown, Pa., pointed to recent bitter ex- 
periences as demonstrating the great need of 
self-help and cooperation among bankers, 
rather than reliance upon legislation. He 
said in part: 

“Proper relations with the public are best 
fostered when the banks themselves give evi- 
dence of a policy of unified action on mutual 
problems. In our larger cities thoroughly 
organized clearing houses with efficient clear- 
ing house examinations have done much to 
foster confidence on the part of the public 
in banks which are members of the clearing 
house. It is significant that where such or- 
ganizations have existed there has been little 
or no difficulty for clearing house members 
and where, in the few instances, emergency 
action was necessary, it was taken quickly 
and effectively because knowledge of the 
situation was available and preventive ac- 
tion could be taken before it was too late. 

“Tf anything can be certain, it is that the 
publie is entitled to have its funds protected 
by cooperation between banks on problems 
having the mutual safety of all banking as 
their basis. It seems almost too academic 
in a discussion such as this to give time to 
consideration of such matters as credit bu- 
reaus, service charges on unprofitable busi- 
ness and methods of figuring interest on de- 
posits and the like. With the splendid exam- 
ples provided by clearing houses in metro- 
politan areas, it is almost impossible for any 
enlightened person to understand why bank 
eooperation is not the rule rather than the 
exception.” 


Hugh F. Denworth has been appointed as- 
sistant manager of the Philadelphia agency 
of the Reconstruction Finance Corporation, 


to succeed Melville M. Parker, who becomes 
vice-president and treasurer of the Real Es- 
tate Trust Company of Philadelphia. 

Mr. Denworth has been associated with 
banking activities in Philadelphia for the 
last twelve years, starting with the Bank 
of North America and Trust Company. He 
formerly was president of the United Se- 
curity Trust Company. 

Several of the large Philadelphia trust 
companies have notified the local office of the 
Home Owners Loan Corporation that they 
will accept the 4 per cent bonds of the cor- 
poration in exchange for some of their mort- 


gages. 
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ACCEPTANCE AND COMMODITY 
MOVEMENTS 

Since it is upon the distribution of goods 
into consumption that so much of the hoped 
for business recovery depends, straws which 
indicate the direction of such trends are 
scanned with interest. The August report 
of the American Acceptance Council on vol- 
ume of acceptances outstanding July 31st, 
compared with June 30th, reveals greater 
activity in general, since all types of ac- 
ceptance credits show gains, but the fact that 
of the $51,584,513 in volume of bankers bills 
in July $36,405,443 "was in domestic ware- 
house credits may be taken as disappointing 
evidence of the accumulation of inventories 
of commodities. 

It is well to remember that in July the 
Agricultural Adjustment Administration of 
the Department of Agriculture arranged a 
New York acceptance credit of $30,000,000 
to finance the storage of cotton which had 
been held by the late Farm Board in scat- 
tered caches and which was pledged to se- 
cure sundry bank loans. What has happened 
in this instance, therefore, is clearly not an 
addition to credit based upon stored com- 
modities, but an increase of one form of bank 
credit, acceptances, against a decrease in 
bank loans. Therefore the unusual rise in 
domestic warehouse acceptance credits is not 
to be taken as the movement into storage of 
large new amounts of goods. Upon the tes- 
timony of acceptance credits at the end of 
July, therefore, there cannot be rendered a 
definite conclusion. The acceptance market is 
broadening among insurance companies, large 
industrial corporations and savings banks 
newly interested investors. 

Philadelphia bank clearings during July 
amounted to $1,102,000 as compared with 
$1,070,000 in June and $1,147,000 a year ago. 
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Philadelphia retains its rank as the third 
largest manufacturing center of the United 
States with a total production value of $1,- 
874,935,275, according to an analysis just 
completed by the Philadelphia Business Prog- 
ress Association of current data on industrial 
areas furnished by the United States Census 
of Manufactures. 

The Governing Committee of the Philadel- 
phia Stock Exchange Wednesday empowered 
the Business Conduct committee to set mar- 
ginal requirements which must be carried 
by customers of member firms corresponding 
to the revision announced by the New York 
Exchange. 

The Provident Mutual Life Insurance Com- 
pany reports a sharp decrease in applications 
for policy loans and cash surrender values 
during the month of July. These demands 
were the lowest figure for any moi.th since 
September, 1930, and are in spite of the re- 
cent modification of restrictions upon cash 
and loan values by the insurance commission- 
ers of the various states. 

The net cash demand through loans and 
cash surrender during July amounted to only 
$1,048,000, the lowest figure since September, 
1930, and a decrease of 38 per cent from the 
July, 19382, figures. Repayment of outstand- 
ing loans totaled $119,000. 

Frank J. Smith, formerly assistant real es- 
tate officer of the Provident Trust Company 
of Philadelphia has been promoted to real 
estate officer. 

Ten banks have filed an appeal in the Su- 
preme Court of Pennsylvania against a de- 
cision awarding an insurance trust to the 
widow and children of the late Harrison Nes- 
bit, formerly president of the closed Bank of 
Pittsburgh, N. A. It is claimed that Nesbit 
was insolvent when the trust was made and 
that it was used as a means of defrauding 
his creditors. 


CONDITION OF PHILADELPHIA TRUST COMPANIES 


Capital 
$6,700,000 
500,000 
1,400,000 
4,000,000 
882,250 
2,987,920 
1,000,000 
1,375,000 
500,000 
500,000 
8,400,000 


Fidelity-Philadelphia Trust Co 
Frankford Trust Co 

Germantown Trust 

Girard Trust Co 

Industrial Trust Co 

Integrity Trust 

Liberty Title and Trust. ............... 
NaGis Re BOE TIUBE... .... 2. 55s ccc coe 
North Philadelphia Trust 

Northern Trust 

Penna. Co. for Insurances, ete 

Provadent. THUGE.........c00cccccccsceeess Open 
Real Estate Land Title and Trust 7,500,000 
ye 3,000,000 


June 30, 1933 


Surplus and 
Undivided 
Profits Deposits 
June 30, 1933 Par Bid 
$80,900,696 100 340 
6,575,798 10 20% 
13,229,263 10 19 
86,561,881 10 79% 81% 
8,584,086 10 11 12% 
39,446,721 10 514 6% 
5,028,139 50 48 55 
14,555,621 10 12 13% 
4,618,121 50 65 70 
9,271,455 100 360 380 
184,893,280 10 28% 30 
32,255,768 100 340 350 
25,427,529 10 10 11 
7,764,144 100 88 95 


Asked 

350 
22% 
21 


$16,333,246 
1,165,356 
3,061,054 
9,951,070 
2,681,494 
3,170,145 
1,268,196 
1,720,219 
1,073,655 
2,338,032 
18,680,955 
13,542,428 
8,729,134 
2,222,981 


Figures furnished by Belzer and Company, members of Philadelphia Stock Exchange. 



































































































































































































































































































































Chicago 


Special Correspondence 
REAL PROPERTY AND TAXATION 


In a discussion of the Chicago real estate 


situation, entitled “The Good Earth,” Hol- 
man D. Pettibone, president of the Chicago 
Title & Trust Company, presents facts to in- 
dicate that the picture in the public mind 
has not been truly drawn and that Chicago 
real estate is far from being without value. 

With regard to distressed properties, while 
the total of foreclosure suits fied in Cook 
County courts is impressive—$35,000,000 in 
the four years to December 1932 -this rep- 
foreclosure of approximately 7 
improved properties within the 
The much publicised real estate 
ts but 3 per cent in num- 


resents only 
per cent of 
city limits. 
bond situation affe 
ber of all improved properties. 

The Bondholders Protective Committee 
a cumbersome and e 
fecting the reorganizat 
properties. However of the hold- 
ers of such mortgage ponds are widely scat- 
tered over the whole United States and are 
creditors on the average for sums less than 
$1,000, no other means has been discovered 
whereby their interests may be protected. 

The real estate tax situation is more wide- 
effects the taxes asst ssed 
et operating income. 


is 
xpensive device for ef- 
jon of such distressed 
most 


as 


spread in its as 
are often in excess of n 
used by the reassessment 
ordered for the four years beginning with 
1928 as a result of which the tax bills were 
not available until long after the taxes were 
due. In view of the fact that a court decree 
was outstanding unreversed (until October, 
1932) holding the 1928 and 1929 tax list in- 
valid, many owners withheld their tax pay- 
ments. By the time the legal questions were 
cleared up, accrued taxes amounted to be- 
tween 20 and 50 per cent of today’s market 
value of some distressed properties. 
The rental situation is bound up with 
wage and employment ratios and on their 
movement depends the immediate future. 


This crisis was ca 
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RETIREMENT OF F. H. RAWSON 
Frederick H. Rawson, who has been ehair- 
man of the board of directors of the First 
National Bank of Chicago since 1930, an- 
nounced his retirement from that position at 


a meeting of the board this month. He has 
been absent from the bank for a year on 


account of ill health and although much im- 
proved did not feel that he was able to re- 
as chief executive officer. He 


sume his duties 
of the bank's 


will continue 
directorate. 
Mr. Rawson has been a leading figure in 
Chicago business and finance for almost forty 
years. He became president of the Union 
Trust Company in 1905 and was chairman of 
that institution at the time of its merger 
with the First National Bank in 1929. He 
has served as president of the Chicago Clear- 


member 


as a 


ing House Association. 
No successor has been ele 
of the board 


“~ted to Mr. Raw- 


son as chairman of the First 


National Bank. 

At a recent 
held for the purpose 
dation of the First 
First Union Trust 
G. MeCloud, vice-president 
elected a director. 


meeting of the stockholders, 
of ratifying the consoli- 
National Bank and the 
& Savings Bank, Bentley 
of the bank, was 





VAGARIES OF FORTUNE 
The purchase, by Lolita S. Armour, widow 
of Jonathan Ogden Armour, of a small lot on 


the “world’s busiest corner” at State and 
Madison streets in Chicago, ealls to mind 


the hundred and thirty days during which 
the ate Mr. Armour is reputed to have lost a 
Although Armour died in- 
solvent, the oil-eracking process patents of 
one Carbon Petroleum Dubbs in which he 
was interested restored the fortune. 


million a day. 


The payment of one million eash for the 
plot, to the estate of Ethel Field Beatty, 
daughter of Marshall Field, contrasts with 
the purchase price of $53,390 given by Mar- 
shall Field in 1876. 
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REORGANIZATION OF CHICAGO JOINT 
STOCK LAND BANK 

Gertler, Devlet & Company, who have been 
specialists in the securities of the land bank 
system of the country for many years, have 
formulated a plan for the reorganization of 
the Chicago Joint Stock Land Bank to pro- 
vide to a maximum realization on its assets 
through conservation rather than by forced 
liquidation. It is proposed that bondholders 
of the bank, who wish to participate in the 
new corporation to acquire its assets, will 
receive new twenty-year 4% per cent bonds 
of a face value equal to two-thirds of the 
par value of the existing bonds, and four 
shares of stock in the corporation. Dissent- 
ing bondholders will receive $400 in cash for 
each $1,000 bond and the stock which would 
go to them if they assented will be distribut- 
ed to the depositing shareholders of the Chi- 
cago bank on a basis of one new share for 
five old ones, Any shares remaining after 
such distribution will constitute the only 
compensation to be received by the reorgani- 
zation manager, Gertler, Devlet & Company, 
who believe that the earning assets of the 
bank will enable it to meet charges and 
pay off its new bonds at maturity with a 


substantial equity left for the stockholders. 


RECEIVERSHIP COSTS OF CHICAGO 
BANKS 

The condition of the 148 closed state banks 
in Cook County has been made public in a 
report issued by the state auditor of public 
accounts. 

The report showed that dividends totaling 
$19,330,137 have been paid to depositors as 
of June 30th. Bills payable amounting to 
$24,776,194 have been paid and $10,170,249 
has been paid on secured and preferred ac- 
counts. 

General expenses of the receiverships, thus 
far, total $7,098,699. Receivers’ salaries to- 
taled $945,609, attorneys’ fees, $1,891,902, 
and clerical and miscellaneous expenses, $4,- 
261,188. 

Wilfred H. Bell has been elected an as- 
sistant secretary of the Northern Trust Com- 
pany, Chicago. He formerly served in the 
corporate division of the trust department. 

J. H. Sharpe, formerly executive vice-pres- 
ident, has been named president of the La 
Salle National Bank & Trust Company, La 
Salle, Ill., succeeding Arnold J, Wilson, who 
becomes chairman of the board. 

Joseph P. Wanberg has been named presi- 
dent of the First National Bank & Trust 
Company, which is the successor institution 
to the City National Bank, Evanston, Il. 
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A decision has been handed down by 
Judge Sullivan of the Superior Court, Chi- 
ago, to the effect that the section of the 
Illinois banking act which gives the State 
Auditor power to appoint receivers for closed 
banks, is unconstitutional. More than 500 
appointments have been made under this sec- 
tion. The ruling will be appealed. 


In order to conform to the principles of a 
forty-hour week the forty-three banks lying 
outside of the Loop have agreed on uniform 
hours for opening and closing which will 
permit them to operate without the necessity 
of adding to the number of their employees. 
The new schedule provides that these banks 
will open at 9 a.m. and close at 3 p.m. daily, 
including Saturday, 

John H. Hogan, vice-president of the Con- 
tinental Illinois National Bank & Trust Com- 
pany of Chicago, has been elected president 
of the Association of Reserve City Bankers. 

Robert B. Upham, former vice-president 
of the Peoples Trust & Savings Bank, has 
been appointed comptroller of Chicago by 
Mayor Edward J. Kelly. 

John H. Krafft has resigned as vice-presi- 
dent and cashier of the American National 
Bank & Trust Company, Chicago, John C. 
Wright has been elected cashier in addition 
to his former position as vice-president. 

J. H. Sharpe and A. J. Wilson have been 
elected president and chairman respectively 
of the LaSalle National Bank & Trust Com- 
pany of LaSalle, Ill. Mr. Sharpe was for- 
merly executive vice-president. 

Isaac Miller Hamilton, president of the 
Federal Life Insurance Company of Chicago, 
has been elected chairman of the board of 
directors of the Lake Shore Trust & Savings 
Bank, Chicago. 

According to a recent inventory the value 
of the estate of the late Edward F. Swift, 
who was chairman of Swift & Company, and 
who died in May, 1932, is placed at $8,363,- 
650, 

Paul S. Abt, former vice-president, has 
heen elected president of the Southern Illi- 
nois National Bank and the Southern IIli- 
nois Trust Company in East St. Louis, III, 
succeeding the late Conrad Reeb. 
liquidation of the Stock- 
yards National Bank of Denver, Colo., es- 
tablished thirty years ago, will mark the 
retirement from the banking business by 
Swift & Company, who are its principal 
stockholders. The bank has deposits of about 
$1,260,000 and a capital of $250,000, and is 
expected to yield about $140 per share in 
liquidation. 


The voluntary 
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Cleveland 


Special Correspondence 


LIQUIDATING DIVIDENDS 

Distribution of $53,000,000 in dividends to 
depositors of the Union Trust Company and 
the Guardian Trust Company of Cleveland 
was made this month, representing payment 
of 35 per cent and 20 per cent respectively 
by these institutions in addition to 5 per cent 
previously paid. A unique feature was the 
payment on accounts of approximately 5,000 
gypsies who, in 1929, made the Union Trust 
Company their tribal depository. 


With the purchase of the assets of the 
West Toledo National Bank of Toledo, Ohio, 
by the Toledo Trust Company, this city is 
without full-time national bank facilities for 
the first time since the Civil War. Capital 
and surplus of the West Toledo institution 
is $300,000 and deposit liabilities are as- 
sumed in full by the Toledo Trust Company, 
which is operating it as a branch with J. D. 
St. John, assistant treasurer, as manager. 

The National City Bank of Cleveland an- 
nounces the election of Joseph H. Thompson, 
formerly with the Cleveland Trust Company, 
as vice-president. Robert S. Crawford, also 


elected a vice-president, was executive vice- 
president and secretary of the Union Trust 


Company of Cleveland, which institution is 


now in course of liquidation. 

Announcement is made of the appointment 
of W. E. Caldwell, Jr., formerly assistant 
cashier, as cashier of the Central United 
National Bank in Cleveland. The bank has 
been authorized to open a new branch in the 
Cleveland Heights section of the city. 

Thomas Conner has been named as head of 
the trust department of the Ohio Savings 
Bank & Trust Company at Toledo. 

The Commercial Bank of Ashtabula, Ohio, 
has resumed business as successor to the 
Commercial Savings & Trust Company on an 
unrestricted basis. The new bank will not 
operate a trust department. 

Robert Keeler, St. Louis manager of the 
Guaranty Company of New York, has been 
selected to head the newly organized Nation- 
al Bank of Lima, 0., as executive vice-presi- 
dent. Raymond Link of the Ohio National 
Bank, Columbus, is named cashier. The new 
bank, with capital of $245,000, will liquidate 
the Lima-First American Trust Company. 

The Citizens Trust Company of Toledo, un- 
der a plan for increasing capital by $250,000, 
will have capital funds of $1,000,000 and 
become eligible for Federal Reserve member- 


ship. The Citizens Trust Company, organ- 


ized in March, 19382, succeeded the Commer: 
cial Savings Bank & Trust Company. 


CLEVELAND TRUST CONTINUES 
GROWTH 

The spacious lobby of the Cleveland Trust 
Company head office, widely known as one of 
the most artistic banking floors in this coun- 
try, has recently undergone a modernization 
to provide for the increased business of the 
bank. Built in 1908 with provision for fu- 
ture expansion of facilities, recent demands 
have necessitated the replacing of the old- 
type tellers’ cages with open-type counters. 
Originally confined to the dome-capped main 
building, expansion into three adjoining 
buildings has followed the growth of the 
Cleveland Trust Company to its present po- 
sition as the largest bank in Ohio, with total 
resources of over 262 millions on June 30th. 

With the recent opening of three new 
branches the Cleveland Trust Company now 
serves practically every section of the city 
of greater Cleveland through sixty-four bank- 
ing oftices. 

OPENING OF GOODYEAR STATE BANK 

The Goodyear State Bank of Akron, O., 
which opened for business on August Ist, is 
the first state bank to be chartered and li- 
eensed in Ohio for over a year. The bank 
is controlled by the Goodyear Tire & Rubber 
Company, which owns 95 per cent of the 
stock. The balance is held by officers of the 
rubber company. It is capitalized at $100,- 
000, with a surplus account of $50,000, and 
will occupy banking premises owned by the 
rubber company but formerly occupied by the 
First Central Trust Company, now in liquida- 
tion. President Litchfield said that the bank 
was established to serve the company and 
its employees and will be kept in very liquid 
condition. It will confine its operations to 
the commercial, savings and safe deposit 
business and will not undertake either a trust 
or a securities business. No one connected 
with the bank wiu be permitted to borrow 
from it. —— 

The liquidation of real estate acquired by 
the Youngstown banks through foreclosure 
has been facilitated by the open market for 
pass books representing frozen deposits. 
These books may be purchased for between 
30 and 70 cents on the dollar, and are ac- 
ceptable to several of the banks in payment 
of the purchase price of snch foreclosed 
property up to 90 cents. 

The Bay State National Bank of Lawrence, 
Mass., has changed its title to the Bay State 
Merchants National. 
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Boston 


Special Correspondence 


TRUST COMPANY RESOURCES 
IN MASSACHUSETTS 

Aggregate statements of trust departments 
operated by Massachusetts trust companies 
reveal the remarkable stability of trust re- 
sources held in trust capacities as compared 
with commercial deposits. Although there 
were but fifty-one trust departments report- 
ing as of June 30th against fifty-six on De- 
cember 31, 1932, total funds held as trustee, 
executor, administrator, ete., were $928,123,- 
300 in June compared with $952,360,297 last 
December. Income liabilities of the trust de- 
partments of $9,921,113 compare with Decem- 
ber 30th total of $8,617,448. Of the total as- 
sets of $938,981,554 investments in govern- 
ment, state and municipal bonds accounted 
for $112,971,277; other bonds, $270,395,174 ; 
stocks, $422,780,259 and loans on real estate, 
$53,969,542, all of which show decreases from 
December figures excepting the governmental 
classification which increased slightly over 
two millions, 

Commercial resources of the seventy-nine 
reporting trust companies totaled $353,131,- 
627 on June 30th, compared with total of 
$385,971,731 on December 31, 1932. <A de- 
crease of 34,580 in number of commercial de- 
positors during the period to the present 
number of 188,090 is noted, with correspond- 
ing decrease in number of savings accounts 
from 297,725 to 271,668. Capital, surplus and 
earnings of the seventy-nine trust companies 
aggregated $72,125,470 and reserves were 
over nine millions, against deposits of $239,- 
726,582. 


MASSACHUSETTS BANKING 
COMMISSION ELECTED 

The special legislative commission recently 
created to investigate the banking structure 
of the commonwealth has elected Senator 
Joseph R. Cotton of Lexington as chair- 
man, Representative Alfred W. Ingalls of 
Lynn, vice-chairman, and James E, King of 
Wellesley, secretary. Other members of 
this commission include Representatives 
Donald N. Sleeper, Medford; Robert L. Lee, 
soston; J. Randall Child, Wellesley ; Lewis 
C. Parker, treasurer of the Community Sav- 
ings Bank of Lawrence: and former State 
Treasurer John W. Haigis. 

The commission will make a comprehen- 
sive study of State banking laws and prac- 
tices with a view to recommending legisla- 
tion further strengthening the banking struc- 
ture. 


Capital 


$3,000,000 $3,500,000 


STATE STREET TRUST 


COMPANY 
BOSTON, MASSACHUSETTS 


Welcomes opportunities to 
be of service to individuals, 


firms or corporations in the 


field of general banking or in 


any recognized trust capacity. 





MEMBER FEDERAL RESERVE SYSTEM 





BANKERS ASSOCIATION ELECTS 

Officers of the Massachusetts Bankers As- 
sociation for 1933-34 were elected as follows: 
President, Wilmot R. Evans, president of 
Boston Five Cents Savings Bank; vice-presi- 
dent, Irving W. Cook, president of First 
National Bank, New Bedford; treasurer, 
W. F. Augustine, vice-president of National 
Shawmut Bank, Boston. 

Barrett CC, Niehols, until 
nected with the National Shawmut Bank 
of Boston, has been named executive vice- 
president of the reopened Peoples National 
Bank of Barre, Vt. 

The new National 
Portland, Maine, 


recently con- 


Bank of Commerce of 
which started with cash 
only, having no old loans, has become a 
member of the Federal Reserve System. 
Charles S. Cook is chairman of the board 
and president, James C. Boyd and Thomas 
Smiley, vice-presidents, and Roland E. Clark, 
vice-president and trust officer. 

Under plans now being formulated the 
recently chartered Casco Bank & Trust Com- 
pany of Portland, Me., will maintain branch 
banks at six nearby locations. Headquarters 
of the new bank will be the splendid bank- 
ing rooms built by Chapman National Bank. 
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LARGE CITY BANKS AND BRANCH 
BANKING 

The general impression is that big city 
banks are keen for legislation which will 
empower them to extend their branches, 
such as provided in the much debated sec- 
tion 19 of the pending Glass bill before the 
Senate. That this impression is not well 
grounded is the-beHefof Watter S. Bucklin, 
president of the National Shawmut Bank of 
Boston, who said recently before the Bank- 
ers’ Committee of the New England Council: 

“There is an impression that the large city 
banks are seeking an extension of branch 
banking privileges throughout their states. 
I have talked with a great many of them 
about it, and I believe that many of the 
heads of the large city banks of the country 
believe that they can’t make any more money 
by extending their banks through their 
states than they can under the present 
method of operation. In order to extend 
their organization through their states, they 
will probably have to double or triple their 
capital in order to double or triple their de- 
posits, and they don’t see how they can make 
more dollars per share for their stockhold- 
ers by that method than they can by oper- 
ating as they are at the present time. But 
let me say that whatever our views may be 
on this subject or the many other subjects 
which will be up this winter in Washington, 
it seems to me that we should acquire the 
habit of mind of thinking, not what is in 
our interests personally as bankers, Dut 
what is for the greatest protection of our 
depositors.” 


NEW LAWRENCE BANK 

The Bay State Merchants National Bank 
of Lawrence, Mass. formed by the reorgan- 
ization and consolidation of the closed Mer- 
chants Trust Company and the Bay State 
National Bank, opened for business August 1 
in the bank building and branch office for- 
merly occupied by the Merchants National 
Bank. 

The new bank took over 50 per cent of the 
depositors’ liabilities from the two former 
institutions, amounting to about $6,000,000. 
The remainder of the deposits are placed 
in a trust fund which will be liquidated 
when “advisable.” 

Fred H. Eaton, an attorney, has been 
named president of the new bank; Arthur 
Sweeney, also an attorney, vice-president ; 
Kenneth E. Downs of West Newton, execu- 
tive vice-president and manager; A. C. Dame, 
cashier; and E. P. Merrow, assistant cashier. 
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LEGISLATIVE PROPOSALS AFFECTING 
BANKS AND TRUST COMPANIES 


While a large number of tax measures have 
been introduced in the Massachusetts legis- 
lative assembly it is noteworthy that no bills 
of any importance have cropped up relating 
particularly to trust companies. Notably 
absent are the measures which have regu- 
larly appeared in previous sessions attempt- 
ing to restrict the operations and functions 
of trust companies on the ground of en- 
croachment on legal practice. This is largely 
explained by a mutual code of ethics formu- 
lated during the past year and which is dili- 
gently adhered to. 

The most notable contribution to banking 
legislative proposals is that forthcoming from 
Attorney General Warner. He recommends 
in his annual report that the Bank Commis- 
sioner be given power to remove officers or 
directors of banking institutions who per- 
sist in violations of law or unsound prac- 
tice; prohibiting banks from engaging in the 
sale of securities; prohibiting banks from 
engaging in any business other than that of 
deposit banking, making loans on proper col- 
lateral and ordinary commercial credits. 
Other proposals would prohibit investment 
affiliates, interlocking directorates and im- 
posing additional regulations as to invest- 
ment of savings and trust funds. Under one 
of these bills not less than 50 per cent of a 
bank’s deposits would be invested in public 
funds of the United States Government. 


WORCESTER BANK & TRUST COMPANY 

Charles A. Sarton, vice-president and 
trust officer of the Worcester Bank & Trust 
Company at Worcester, has been promoted 
to the presidency of that institution. Other 
officers were chosen and new boards of di- 
rectors for that institution and for the Wor- 
cester County National Bank at special 
stockholders’ meetings of the two banks, 
which are now controlled by the Worcester 
Depositors’ Corp., in accordance with the 
reorganization plan of the Worcester Bank 
& Trust Company. 

The board of the national bank has been 
reduced to a maximum of 25 members and 
the trust company directorate will not ex- 
ceed 15. 


Rodolphe Louis Agassiz, a director of the 
Old Colony Trust Company, the First Na- 
tional Bank and the State Street Trust Com- 
pany of Boston, died on July 31st. Ile was 
a director in many other corporations. 





TRUST COMPANIES 


PILGRIM TRUST COMPANY OPENS IN 
BOSTON 

The first new bank or trust company to G Us : 
open for business in the financial center of J rusi ONpaAUeS 
Boston, the Pilgrim Trust Company, which A MONTHLY MAGAZINE DEVOTED TO THE 
began operations on June 12th under most wi rae otis ae 
favorable auspices, shows in its June 30th 
statement, total resources of $856,360.  Capi- TRUST COMPANIES PUBLISHING ASSOCIATION 
tal, surplus and profits are $290,084, and de- Two Rector Street, New York 
posits are over $556,000. The new trust com- Long Distance Telephone, Bowling Green 9-0179 
pany occupies the modernly equipped bank- 
ing quarters formerly the home of the Bea- 
con Trust Company at 31 Milk street, which Cc. CHENEY LUHNOW, Assistant Editor 


has up-to-date vault equipment. The presi- C. D. HOUSE, Business _—_— 
dent is Allan H. Sturges, who was for twenty 


Cc. A. LUHNOW, Founder 


years vice-president of the old Liberty Trust Advertisements of trust companies, banks, finan- 
Companv and subsequently vice-president of cial institutions and advertisers, who wish to use 

0 D : eee 1 aie I ie the advertising columns of TRUST COMPANIES 
the Beacon Trust Company. The directorate will be inserted for publication at rates which will 


includes names well known and of responsi- be sent on application. 


08 ‘ : P : a Insertions of meetings, dividends, statements, or- 
, > ‘ . Ph * . Ieee » , , ’ 
bility in Boston financial and business life. ganizations, etc., at special rates for each insertion. 


The official roster includes men of stand- 
ing and experience in banking. Among them SUBSCRIPTIONS: The subscription price of 
are George B. Wason, chairman of the board, TRUST COMPANIES is $5.00 annually. Single 


: ; , , copies, 60 cents. Subscriptions payable in ad- 
formerly president and chairman of the board vance. Foreign Subscriptions require $1.00 ad- 


of the Liberty Trust and vice-president and a ditional for postage. 

director of the Beacon Trust and the Atlantic Entered at ed May ee Gites as Second 
National; Allan H. Sturges, J. Henry Miley, 

vice-president and treasurer, who was for- Associate Member Financial Advertisers’ Assn. 
merly assistant treasurer of the Liberty 


Trust and vice-president of the Beacon Trust EEE ee 


and Atlantic National; Alfred Johnson, as- The County Bank & Trust Company, Cam- 
sistant treasurer who was formerly asso- bridge, Mass. reopened recently in quarters 
ciated with the above three banks, and Allen of the old Central Trust Company, which 
R. Greenleaf, formerly with Blodgett & Com- company it succeeds. Capital is $300,000, 
pany, and Stone, Webster & Blodgett, Inc. surplus and guaranty fund $400,000, and de- 
posits at opening date, $3,500,000. A. Oram 
Fulton is president and Myron ©. Wilkins, 
The Massachusetts Tax Commissioner formerly with the National Shawmut Bank 
Henry F. Long has announced that under of Boston, is vice-president and treasurer. 
the law redefining net income banks must sSenjamin H. Bowden is secretary. The new 
include income from all sources in making bank is a member of the Shawmut Associ- 
up tax returns, including that from tax-_ ation. 
exempt securities. While the bank tax rate _ 
has been reduced from 9.91 per cent to 6 The Connecticut Mutual Life Insurance 
per cent it is probably that as the rate ap- Company ended the month of June with sales 
plies to a larger amount of income the total amounting to $12,172,404, an increase of $2,- 
tax will be greater in most cases. 028,352, or 20 per cent over June, 1932. 


CONDITION OF BOSTON TRUST COMPANIES 


Surplus and Assets 
Capital Undivided Profits Deposits Trust Dept. 

June 30, 1933 June 30, 1933 June 30, 1933 
Banca Commercia’e Italiana $750,000 $310,683.60 $716,062.08 
Boston Safe Deposit and Trust Co........ 2,000,000 3,857 ,041.64 26,379,699.21 $250,750,952.98 
OD eB In Are ere 2,500,000 327,065.97 8,752,416.90 5,361,521.70 
Fiduciary Trust Co 500,000 568,375.44 928,989.75 92,303,983.42 
Harris Forbes Trust Co 500,000 203,628.70 2,390,643.24 8,576,811.53 
New England Trust Co 1,000,000 2,872,341.10 26,046,653.95 127,267 ,688.02 
Old Colony Trust Co 5,000,000 5,282 839.35 6,250 977.58 314 282,883.04 
Pilgrim Trust Co 200,000 109,915.76 566,204.34 
State Street Trust Co...............22.2 CROe 4,036,625.99 56,187,184.17 60,888,315 30 
Union Trust Co 500,000 254,836.80 5,766,342.02 10,239,315.99 
United States Trust Co 1,400,000 746,051.48 9,703,775.04 10,836,159.86 
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FABLE OF THE LONG-HANDLED 
SPOONS 

A certain executive of a large industry 
died and went to Heaven, where he was duly 
admitted and assigned to quarters with oth- 
ers of his same industry so that he might 
have contact with persons whom he knew. 

Now this executive was already much ema- 
ciated, due to conditions in his industry 
whereby he had been operating for a long pe- 
riod at a starvation wage. But when he 
‘ame upon his former associates who had 
preceded him he found that they were even 
much more emaciated than he, for another 
reason which he was not long in finding out. 

For it was lunch time as he arrived at the 
quarters of his friends, and much stew of an 
excellent aroma had just been served to 
them. But the angel who had brought the 
stew had strapped to each arm of every resi- 
dent a beautiful spoon with such a long han- 
dle that when the handle was strapped to 
an arm there was no possibility of bending 
that arm. 

So that although the residents could smell 
the stew, and could dip their spoons into it, 
they could not manage to bring the bowls of 
the spoons to their mouths. And such a 
pair of spoons had already been attached to 
his own arms by the vigilant angel. 

The new resident, as a proper executive in 
his industry, was not accustomed to having 
his desires thwarted, and loudly declared 
his intention of having the condition rectified. 

But on his way to find Saint Peter he came 
upon several sleek and well-fed men coming 
out of the quarters of another industry. As- 
tounded, he stopped them and asked them 
how it happened that they should be so fa- 
vored over residents from his own industry. 

When they disclaimed any favoritism, the 
puzzled executive demanded that he _ be 
shown how it could be otherwise if they too 
suffered the discomfort and humiliation of 
the long-handled spoons, Whereupon they 
took the executive into their quarters and 
showed him certain of their fellows, who 
were still at luncheon. 

And he was astonished to see that although 
no one of taem could bend his arms, they 
were faring marvelously because each one of 
them, instead of spending his efforts vainly 
in an endeavor to feed himself, was placidly 
feeding another and in turn being fed by that 
other. 


The Mercantile Bank & Trust Company of 


Dallas, Tex., has nationalized under title 
of Mercantile National Bank at Dallas, with 
eapital of $1,000,000. R. L. Thornton is 
president. 


LIQUIDATION OF JOINT STOCK 
LAND BANKS 

Bondholders of Joint Stock Land Banks, it 
has been suggested, should seek counsel be- 
fore parting with their holdings, as there are 
dangers of inequitable reorganization plans in 
the case of some of the weaker joint stock 
banks. The Farm Credit Act of 1933 amend- 
ed the Federal Farm Loan Act of 1923 and 
drastically curtailed activities of the Joint 
Stock Land Banks, which are now prohibited 
from issuing bonds or making new loans ex- 
cept such as are required in the refinancing 
of existing loans. Orderly liquidation of 
each of the remaining Joint Stock Land 
Banks is provided for under the new law and 
eventually what remains of their business 
probably will be taken over by the Federal 
Land Banks. 


NEW NATIONAL BANK OF JACKSON, 
MICHIGAN 

The National Bank of Jackson, Michigan, 
opened for business on August 1st in the 
quarters of the former Union and Peoples 
National Bank, which it succeeded and which 
has been operating on a restricted basis. The 
new bank is capitalized at $400,000, one- 
half subscribed locally and the other half 
held by the Reconstruction Finance Corpo- 
ration. 

The officers of the bank are Frank W. Gay, 
chairman of the board: Stuart M. Schram, 
president and director; Harry Stiles, vice- 
president and director; Jay F. Clark, vice- 
president and cashier; Rush W. McCutcheon, 
assistant cashier. The other directors in- 
clude Samuel H. Camp, Charles T. Cline, 
Murray Dalziel, Frederick F. Ingram, John 
B. Keating, Roger W. Smith, William Sparks 
and George H. Wilkins. 

The depositors of the former bank will 
soon receive a 30 per cent dividend on their 
deposits. 


W. J. Barnett, Oklahoma State Banking 
Commissioner, has predicted that under the 
new federal legislation, the dual banking 
system and the state banking departments 
will become things of the past. In the future 
running a bank may be like running a post 
office. It will be necessary to study the new 
rules from Washington every morning as to 
how to proceed. In view of the fact that 
bank deposits will be guaranteed in those 
institutions which meet the requirements of 
the Federal Government, banks which can- 
not obtain a guarantee will be at a disad- 
vantage and the trend will be toward one 
centralized banking system. 
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St. Louis 


Special Correspondence 


LAND BANK MORTGAGE POLICY 

The activities of the Federal Land Bank 
of St. Louis in purchasing for cash farm 
mortgages held by closed banks and those 
in the hands of conservators are intended 
primarily to aid the depositors and farmers 
in the communities where these banks are 
located, expediting dividends on those in li- 
quidation and facilitating the reopening of 
others. Many appraisers have already been 
assigned to the work of making appraisals 
of these first mortgages so that the Land 
Bank will be in a position to make offers to 
purchase them. The amount which it pro- 
poses to pay for a mortgage cannot exceed 
50 per cent of the normal appraised value 
of the land plus 20 per cent of the insured 
permanent improvements. If the face amount 
due the local bank on the mortgage exceeds 
this sum it may sell it to the Federal Land 
3ank for the reduced amount or endeavor 
to dispose of it elsewhere. If it is sold at 
a discount the farmer receives the benefit 
through reduction of the mortgage to the 
amount paid for it. These appraisals require 
time so that the effect of these beneficial 
activities will not be felt at once. According 
to Henry Morganthau, Jr., Governor of the 
Farm Credit Administration, this will not 
curtail the Federal Land Bank in its ordi- 
nary loaning activity. 


EFFECTIVE PUBLICITY 

The convention of the Mortgage Bankers 
Association to be held in St. Louis on Octo- 
ber 10th and 11th will include discussions of 
vitally interesting subjects relating to the 
mortgage business under present conditions 
and as affected by recently created govern- 
mental agencies in the mortgage field. 

One of the most impressive forms of pub- 
licity is being used by the St. Louis Union 
Trust Company of St. Louis, being a series 
of advertisements on features of trust serv- 
ice bearing the signatures of every director, 
with the notation that they are using the 
services of the St. Louis Union Trust Com- 
pany in connection with their estates, having 
named the company as executor or trustee. 
Such endorsement by men of prominence in 
the community cannot fail to have great 
weight and influence, and forms a solid base 
for conscientious approach to seeking trust 
appointments by others. Although the ma- 
jority of these directors had long ago ap- 
pointed the company in a fiduciary capacity, 
recent initiative was taken by several execu- 


“TRUST SERVICE 
EXCLUSIVELY” 


THE ST. LOUIS UNION TRUST 
COMPANY does not receive de- 

sits. Its entire organization and 
facilities are devoted to one specific 
object: EFFICIENT TRUST 
SERVICE. 


Because of its stability, its experi- 
enced staff of trained Trust Com- 
pany executives, and its capital and 
surplus of $10,000,000.00, the ST. 
LOUIS UNION TRUST COM- 
PANY offers an unexcelled service. 


St. Louis Union Trust Co. 


ST. LOUIS, MO. 
Oldest Trust Company in Missouri 


Affiliated with First National Bank 


tive officers to line up the other directors 
which met with unanimous success. This 
is an example that other trust institutions 
would do well to follow insofar as cireum- 
stances permit. 

Paul S. Abt, vice-president of the South- 
ern Illinois National Bank and the Southern 
Illinois Trust Company, in East St. Louis, 
has been elected president of the two insti- 
tutions to succeed the late Conrad Reeb. He 
is a former president of the Illinois Bankers 
Association, and a son of the late State Sena- 
tor Paul W. Abt, who was president of the 
First National Bank for a number of years. 

Harry Bischoff, I. Lonergan and Elmer 
Von Doersten have been elected assistant 
cashiers of the First National Bank at St. 
Louis, Mo. 

James K. Vardaman, Jr., an assfstant vice- 
president of the First National Bank at St. 
Louis, Mo., has been appointed manager of 
the St. Louis agency of the Reconstruction 
Finance Corporation. 

The Guaranty-Plaza Trust Company, St. 
Louis, has reorganized and discontinued its 
trust department, changing its name to Plaza 
Bank. The new bank has ¢apital funds of 
$300,000. F. R. Von Windegger continues as 
president. 
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UNION NATIONAL BANK OF KANSAS 
CITY, MO. 

The Union National Bank of Kansas City 
opened for business on July 23d as the suc- 
cessor to the Fidelity National Bank & Trust 
Company and the Fidelity Savings Trust 
Company which had been closed since the 
bank holiday. The new institution has been 
granted trust powers and will succeed to 
most of the trusts of the old banks. The 
capital structure consists of $1,350,000 of 
preferred stock subscribed by the Reconstruc- 
tion Finance Corporation and $900,000 com- 
mon stock locally subscribed, surplus of 
$250,000 and undivided profits of $200,000, 
all paid in in cash. The bank released 62 
per cent of the deposits of the old institu- 
tions and started business with deposits of 
$11,991,000. These do not include $3,000,000 
of deposits received in trust on the Fidelity 
National Bank & Trust Company subsequent 
to the bank holiday, The new bank’s depos- 
its increased by August 4th to $15,534,000 
against which it held $12,494,000 in cash and 
government bonds. No real-estate is owned, 
its premises being leased from the old Fi- 
delity bank. 

The officers are as follows: George KR. 
Hicks, president; D. A. McDonald, -George 
G. Moore and Robert J. Campbell, vice-presi- 
dents; R. B. Hewitt, vice-president and trust 
officer ; Douglas Wallace, assistant vice-presi- 
dent; E. J. McCreary, Jr., cashier; Albert 
H, Smith, R. J. Bushman and ID. M. Connor, 
assistant cashiers; and R. H. Thomas, as- 
sistant to the president. 

The board of directors is composed of the 
following: Howard A. Austin, Justin D. 
Bowersock, H. F. Hall, George R. Hicks, 
Irving Hill, Herbert V. Jones, H. M. Lang- 
worthy, J. J. Lynn, T. H. Mastin and Jo- 
seph F. Porter. 


Mercantile-Commerce Bank & Trust Co 
Mississippi Valley Trust Co 

St. Louis Union Trust Co 

*Accepts no deposits. 





American Security & Trust Co..................... 


Munsey Trust Co 

National Savings & Trust Co.. 

OS SE er 
Washington Loan & Trust Co 


Figures furnished by The Washington Loan & Trust Co. 


quotations. 


CONDITION OF ST. LOUIS TRUST COMPANIES 


$10,000,000 


cpa oned $3,400,000 


TRUST COMPANIES 


MID-WEST BREVITIES 

The Omaha National Bank of Omaha, Ne- 
braska, has announced that in compliance 
with the terms of the new Banking Act, it is 
completely withdrawing from all forms of 
business except commercial banking and 
trust service. The common stock of the 
Omaha National Company, heretofore trus- 
teed for the benefit of the bank’s stockhold- 
ers, Will be distributed to them free of any 
restrictions on its sale or retention. The 
Nebraska Bond & Mortgage Company will 
take over the servicing of the bank’s mort- 
gage loans and the operation of its safe de- 
posit vaults. It was also announced that 
the capital stock of the Omaha National 
Bank had been increased to $2,500,000 
through the sale of $1,250,000 of preferred 
stock to the Reconstruction Finance Corpo- 
ration for cash. 


E. N. Griffith has been elected assistant 
vice-president of the Iowa Des Moines Na- 
tional Bank & Trust Company. He was for- 
merly secretary of the bank’s investment 
affiliate which has been recently dissolved. 

Frank R. Sage has become associated with 
the mortgage loan department of the Iowa- 
Des Moines National Bank & Trust Company 
of Des Moines, 

Edward W. Decker has been made chair- 
man and J. Cameron Thomas, president of 
the Northwest Bancorporation. 

The Lincoln National Bank & Trust Com- 
pany of Fort Wayne, Ind., reports resources 
of $12,798,000; deposits $9,039,674,000 ; capi- 
tal $1,250,000; surplus and undivided profits 
$360,957. Edward W. Young is trust officer. 

The Supreme Court of Michigan holds that 
state funds are not preferred credits in con- 
nection with liquidation or reorganization of 
closed banks. 





Surplus and 
Undivided Profits, 
June 30, 1933 
$2,948,689.40 
2.043,786.79 
7,128,156.29 


Deposits, 
June 30, 1933 
$94,767 ,913.37 

62.919,647.12 


Capital 


6,000,000 
5,000,000 


CONDITION OF WASHINGTON, (D. C.) TRUST COMPANIES 


Surplus and 
Undivided Profits 
June 30, 1933 
$4,072,674.48 

1,685,432.97 
2,396,427.21 
2,000,000 1,075,759.70 
1,000,000 2,190,598.79 


Licensed for all normal functions. 


Deposits 
June 30, 1933 
$34,414,009.80 

4,515,005.32 

13,498,372.88 
8,002,305.92 
16,144,132.58 
No stock 


Capital 


2,000,000 
1,000,000 





TRUST COMPANIES 


Los Angeles 


Special Correspondence 


STATISTICAL ANALYSIS IN DURATION 
OF TRUSTS 

An interesting analysis of new business 
acquired by the trust department of the Se- 
curity-First National Bank of Los Angeles, 
has been made under the direction of L. H. 
Roseberry, vice-president and manager of the 
trust department covering records for the 
years 1930 and 1931. The analysis is based 
on an examination of over a_ thousand 
wills with a view to determining approxi- 
mately when prospective trust business 
will mature, the probable duration of trusts 
and collateral information. According ‘to 
American Tables of Mortality, a person fifty- 
five years old has a life expectancy of 
seventeen years, so it would seem that the 
average will should mature in seventeen 
years. The examination reveals that women 
made as many wills as men during the two 
years under survey. Regarding the value of 
life insurance trusts as compared with wills, 
the average age of forty-three years for life 
insurance trustors, as compared to the fifty- 
five-year average for testators, indicates the 
former type of business will be compelled to 
wait nine years longer for maturity on the 
average. The advantage of salesmen in ob- 
taining testamentary trusts is indicated by 
the larger percentage of property trusteed 
under the trust advisor system of contacted 
prospects. 


The American Tables of Mortality were 
used to determine average estimated duration 
of trusts. Persons between the ages of 
fifty and sixty-nine constitute 50 per cent of 
the total volume of new business under re- 
view. The most valuable estates seem to fall 
in the seventy-seventy-nine age classification. 
while in the case of women, they come later. 

The semi-annual statement of the Security- 
First National Bank of Los Angeles as of 
June 30, 1933, disclosed gross deposits $442,- 
416,712, a gain of more than $25,000,000 since 
the bank reopened on March 15th after the 
national banking holiday. The bank now 
ranks as the tenth largest in the United 
States on the basis of total deposits, main- 
taining 125 branches in southern California. 


W. S. Guilford, connected with the State 
Banking Department of California since the 
closing of the California National Bank of 
Sacramento, has accepted an executive posi- 
tion with the Federal Land Bank at Ber- 
keley. 
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BUSINESS IMPROVEMENT INDICES 

Steady improvement characterized’ the 
banking and business situation in southern 
California during the month of July, with 
many trades and industries showing gains 
that run counter to the seasonal dullness that 
normally prevails. 3ank clearings in Los 
Angeles totaled $606,765,000 in July as 
against $518,777,000 in June and $530,677,000 
a year ago. Bank deposits in that city show 
a 7 per cent increase over the six-month pe- 
riod and are approximately 17 per cent ahead 
of last year. 


TRUST SUPERVISORY APPOINTMENT 

J. BE. McGuigan, vice-president and trust 
officer of the Bank of America N. T. & S. A,, 
at San Francisco, has been promoted to gen- 
eral supervisor of that institution’s trust ac- 
tivities in Southern California, with head- 
quarters in Los Angeles. Mr. McGuigan is 
widely known for his abilities as a trust offi- 
cial. He is a past president of the Trust 
Section of the California Bankers <Associa- 
tion, and is at present one of the members of 
the national committee of the A. B. A. for 
cooperation with the bar. 

I). Porter Dunlap, of the bank relations 
department of the Bank of America at San 
Francisco, has been appointed assistant vice- 
president of the bank. 


According to an announcement by Ben R. 
Meyer, president of the Union Bank & Trust 
Company of Los Angeles, California, Louis 
Meyer, Jr., has been appointed assistant vice- 
president, and A, B. Fox assistant cashier. 

W. C. Neary, former assistant cashier of 
the Union Bank & Trust Company of Los 
Angeles, has been named assistant vice- 
president. 


HAWAIIAN TRUST COMPANY 

The report of condition of the Hawaiian 
Trust Company, Ltd., of Honolulu, as of June 
30, 1933, discloses that under the able man- 
agement of E. D. Tenny, chairman, and J. R. 
Galt, president, the total assets of the in- 
stitution have shown an increase to $4,452,- 
900 as compared with $4,245,229 a year ago. 
The company does a purely trust business 
and therefore carries no deposit liability, the 
only demand obligation being trust and 
agency credit balances, which increased from 
$911,275 in 1932 to $1,134,250. A special re- 
serve of $350,000 has been set up, thereby 
reducing the surplus account, which now 
stands at $1,197,780. Capital outstanding 
remains at $1,750,000. 
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Pacific Northwest 


Special Correspondence 


BRANCH BANKING EXPANSION IN 
OREGON 

Since the recent legalization of statewide 
branch banking in Oregon, the First National 
Bank of Portland, which is affiliated with 
the Transamerica Corporation, has converted 
a number of banks formerly controlled by 
stock ownership into branches. At the be- 
ginning of August it maintained seven branch 
offices in the City of Portland and had es- 
tablished branches in the cities of Albany, 
Astoria, Woodburn and _ Hillsboro. This 
month the Bank of Gresham has been con- 
verted into a branch, and in response to a 
request of the citizens of The Dalles, in 
eastern Oregon, a branch of the First Na- 
tional Bank of Portland has been opened 
there, This office restores normal banking 
facilities to a community deprived of them 
through the failure of the two local banks. 

At present it is not contemplated that the 
trust service of the Security Savings & Trust 
Company, trust affiliate of the First National 
Bank, will be extended on a statewide seale 
and no provision has been made to give trust 
service at any of the bank’s branches, which 
are devoted entirely to savings and com- 
mercial banking, There is some possibility 
that the trust company may establish its 
branch offices in a few strategic locations 
throughout the state, but it is by no means 
certain that branch trust offices would be 
profitable even over a period of years. 

The situation in California differs in that 
the Bank of America National Trust & Sav- 
ings Association operates a trust department 
within its own institution and not through 
an affiliated corporation. 


ELECTION ANNOUNCED BY UNITED 
STATES NATIONAL BANK 

The United States National Bank of Port- 
land, Oregon, has announced the election of 
R. F. Watson as assistant vice-president and 
of Harold L. Stiles as assistant cashier. Mr. 
Watson was formerly vice-president of the 
United States National Bank at Salem, an 


affiliated bank which a nh, absorbed as 
a branch of the Portlénd ikision. Since 
the Oregon law permitting statewide branch 
banking went into. effect the United States 
National has merged affiliated. banks or 
opened branch offices in the following, places: 
The Dalles, Pendleton, Albany, Salem, Mc- 
Minnville, Oregon City, St. Helens, and 
Mount Angel. It also operates four branches 
in the City of Portland. 


REOPENING OF OLD NATIONAL BANK 
& UNION TRUST CO. 

Approval was given last month by the 
Comptroller of the Currency and officials of 
the Reeonstruction Finance Corporation to 
plans for reopening the Old National Bank 
& Union Trust Company of Spokane, Wash- 
ington, and twelve of its closed affiliated 
banks. Under the scheme 75 per cent of dol- 
lar volume depositors must approve waiving 
immediate payment of 60 per cent of their 
deposits, to make 40 per cent of deposits 
available in cash. Fresh capital is to be ad- 
vanced by the Reconstruction Finance Cor- 
poration both through direct loan and 
through purchase of preferred stock in the 
reorganized bank. 

The proposal approved by the government 
agency provides for the purchase of $500,000 
of new preferred stock in the Old National, 
together with loans aggregating $3,250,000. 
Of the last named amount $2,400,000 is to 
take care of bills payable as of the date 
of appointment of a conservator and $850,000 
is to provide additional capital for affiliates. 

The Old National was founded by D. W. 
Twohy and W. D. Vincent, chairman and 
president respectively, under whose leader- 
ship the bank has long been an influential 
factor in the financial development of the 
State of Washington, 


John A. Schoonover, vice-president of the 
Old National Bank & Union Trust Company 
of Spokane, Washington, since last Novem- 
ber, has been appointed executive vice-pres- 
ident and general manager of the Regional 
Agricultural Credit Corporation at Spokane 
by Henry Morgenthau, Jr., Governor of the 
Farm Credit Administration. 

The Washington State Bankers Association 
has elected as president Andrew Price, pres- 
ident of the National Bank of Commerce of 
Seattle. Other officers are as follows: Vice- 
president, N. A. Davis, president of the Bak- 
er Boyer National Bank of Walla Walla; 
treasurer, Albert Brygger, president of the 
Peoples Bank & Trust Company, Seattle. 
Fred Forrest, president of the First Na- 
tional Bank of Pullman (Washington), and 
Samuel Kunbrough, vice-president of the 
Spokane and Eastern Trust Company, were 
elected trustees. 

The First National Bank of Portland, Ore., 
announces a new pension plan for all em- 
ployees, including those of its affiliate, the 
Security Savings and Trust Company. 

Authority has been granted to the Bank 
of America, N. T. & S. A. for opening of a 
braneh at Arbuckle, Colusa County, Cal. 
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